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PREFACE TO THE FIFTH EDITION 


( Events in India have been moving fairly fast during the last 
3ne year or so. Devaluation, as also the consequent Indo-Pakistan 
trade deadlock, has had far-reaching repercussions on the various 
■sectors of Indian economy. The report of the Fiscal Commission 
has shed new light on old problems and posed several new problems* 
The getting into stride of the Planning Commission has also brought 
several problems into bold relief. These, among other things, have 
necessitated the study of Indian economic problems in a new setting. 
The authors have, in this edition, endeavoured to present this new 
setting and have discussed the latest problems of Indian economy in 
their roost recent phases. Among these problems special mention 
may be made of Zamindari abolition, co-operative farming, agri¬ 
cultural planning, the latest food situation, capital formation, 
industrial crisis, the industrial pattern. Industries (Development and 
Control) Bill, Industrial Relations Bill 1950, Road Transport nation* 
alisation, India and International Trade Organisation, Deshmukh 
Award, Fiscal Integration of States, new fiscal policy, devaluation, 
the latest trends in co-operation, banking, public finance, etc. 

We have not the least doubt that the book will adequately 
meet the growing needs of the teachers and the taught. 


*' \ 

r The Authors. 



PREFAdB TO THE FOURTH EDITION 


It has been very encouraging that the third edition was 
exhausted in only a few months. A mere reprint could easily be 
brought out to meet the unsatisfied demand. We however, resisted 
this temptation. We wanted, instead, to recast and rewrite the 
whole book in view of the far-reaching and fundamental changes 
that have taken place in the nature of our economic problems 
consequent on the division of the country and the attainment by 
her of an independent status. Besides, much dead-wood has 
been chopped off which has incidentally helped us to keep the size 
of the book within reasonable dimensions. 

Every chapter of the book will be found to bear the mark of 
this thorough revision. Latest available statistics have been 
incorporated throughout the book. Chapters on Agriculture and 
Currency and Exchange have been particularly rearranged and 
improved. We specially commend in this edition the discussion 
relating to Forest Policy and Administration, Hydro-electric and 
Multi-purpose Projects, Population Problem, Agricultural Planning, 
Abolition of Zamindari, Collective Farming, Agricultural Finance 
and Marketing, Recent Trends in Co-operation, Food Problem, 
Land Revenue Policy, New Industrial Policy, Production Crisis, 
Industrial Finance, Foreign Capital, Recent Labour Legislation 
and Social Security Measures, Transport Co-ordination, Interna¬ 
tional Trade Organisation, Recent Trade Agreements, Reorientation 
of Fiscal Policy, Banking Reform, World Bank, Inflation, Sterling 
Balances, I. M. F,, Recent Provincial Finance, Budgets for 1949-50, 
and Progress of Refugee Rehabilitation. 

We are confident that the improvements made in this edition 
will make the book still more popular with teachers and students. 


Authors. 
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INTRODUCTION 

NATURE AND SCOPE OF INDIAN ECONOMICS 

1. What is Indian Economics ? Much controversy has centred 
round the use of the term *Indi.tj^ Economics’. It was first, used by 
Ranade in his lecture delivered on Indian Political Economy in 1892 
in the Deccan College, Poona. The term 'Indian Economies' lends 
itself to several interpretations. 

It may mean a study of Indian economic thought, both past 
and present. But the Held of Indian economic th night is still 
largely unexplored The relevant material is very meagre, if we 
try to trace the histor y of Indi m ec ouomie thought we shall come 
across so many gaps that we miv here to g»vo up the attempt as 
futile. Some ancient Hindu Shvirus, ndably Kautilya’s Arfha- 
bhaxira, do abound in ideas which m iv bo U rim d economic, yet they 
relate to a certain period only, and no r mtamoih development of 
Indian eeonomu idets cun l> * fraud Authentic and systematic 
treatment of the growth of coon iinii uEisin Indn for the* whole 
period of Indian history is still lukuig. We cannot, therefore, 
identify the study of Indian Ecjnomi *s with the study of Indian 
economic thought 

The second possible meaning of the term ‘Indian Economics’ is 
that it is entirely anew w into 1 of Economics, mdnully different 
fiom the science of Eionomks said to he fathered by Adam Smith 
and fostered by the thinkers of the West Justice It nude emphasized 
the utter inapplicability of western economic do* times to Indian 
conditions. On a* count of the peculiar social structure of India 
’with its caste system and joint-family system and the dominance of 
usage and custom, iusteid of competition and contract, an Indian, 
aceoiding to Ranado, was an antipode of the westerner. When 
liana do tints t hundcied at wot tern economic theory , wc were in a 
mood o[ expectancy. It seemed that a new science was perhaps 
about to be born But R made's sole object was to enter a strong 
protest against an imli-criminate application of the western economic 
theory to Indian conditions. There can be, m the very nature of 
things, no new science of Indian Economics, just as them cannot be 
Indian Mathematics, Indian Physics, etc. 

Another possible use of the term ‘Indian Economies’ is that it 
is a study of general principles of Economics with illustrations from 
Indian economic life. But, while the usefulness, nay, the necessity, 
of illustrating economic laws from Indim life may be readily conced¬ 
ed, it must be pointed out that such a study of Economics will not 
turn it into Indian Economic* It will still remain a study of econo- 
m‘c theory Indian Economies, with which wo art now familiar, is 
entirely ditleiont. 
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INDIAN ECONOMICS 


The common, and also the correct, view is that the term‘Indian 
Economics’ stands for the study ot concrete Indian economic pro¬ 
blems as distinguished from an abstract study of the general 
principles of Economics. India is fa "vd with many urgent economic 
problems. It is the purpose of the study of Indian Economics to 
show how these problems have arisen and to suggest a solution which 
may take India on the road to prosperity Indian Economics 
has to study impartially the historical background of the Indian 
economic problems ; it has patiently to analyse the existing economic 
conditions and sympathetically to formulate a national policy in the 
best interests of the country. 

2. Scope of Indian Economics. As is clear from the definition 
of Indian EconomicvS given above, the scope of Indian Economies 
comprises the study and the solution of various economic problems 
that confront India. Indian Economics does not concern itself witli 
the formulation of economic laws ; even the existing laws are only 
occasionally referred to. It is a concrete and a realistic study and 
not an abstract one divorced from reality. It studies the problems 
connected with Indian agriculture, trade and industry, the currency, 
exchange and banking systems of India. It also studies movements 
like the labour movement, the co-operative movement and tlm 
movement of prices. Natural and social environments and their 
economic bearing are also given careful consideration. Besides, we 
have to study the land revenue syst an, the transport system and 
public finance. Problems relating to rural indebtedness, foreign 
capital, fiscal policy are also carefully investigated In short, we 
have to study, in Indian Economies, cveiy phase of Indian economic 
life. It is indeed a very ambitious scheme of study. 

It is ambitious in another Avay. It digs into the past ; it 
carefully analyses the present and strives to look into the future 
with respect to every problem that it studies. Its function does 
not finish when it has it at ed t lie probable causes of an economic 
problem. Tt must study the problem in all its important aspects, 
suggest a suitable policy to be pursued and foresee the probable 
consequences of such a policy. It is thus a study both broad and 
deep. 

The study of Indian Economics is actuated by one dominant 
aim, viz.> to promote social welfare of the Indian people. It does 
not adopt an attitude of neutrality as the Classical economists like 
Cairnes and the new economists like Robbins do. The Indian 
economists are frankly paitisans. It is the welfare of their own 
country that they seek, though not at the expense of any other 
country. Students of Indian Economics have thus steadily and 
constantly to bear in mind Indian national interests. But this is 
not to be construed as indifference to international movements. 
Indian economists are not isolationists. It only means that they 
are anxious to wrest for India whatever economic advantage they 
can. They put India above everything else and there is nothing 
wrong about this altitude. 
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3. Utility of the Study of Indian Economics Indian Econo¬ 
mics deals with such varied and complex problems of Indian 
economic life that it enriches the mmd. Such a study has a necessary 
place in mental culture, A person cannot claim to be a properly 
educated person unless lie is conversmt with the economic problems 
of his own country ; they are so vital This study is essential for an 
intelligent appreciation of the issues that face us. Many an educated 
person is simply puzzled when he sees the word inflation or cross¬ 
rate on the very first page of a daily paper. A study of Indian 
Economics will help him in this difficulty. 

But apart from the cultural value of the subject, there is a real 
need for its study from another and a weightier point of view. India 
is passing through a very critical period of her history. India lias 
after all realized its century-old dream of independence. Democracy, 
if it is to be successful and if it is to work efficiently and for the real 
good of the masses in India, must be worked by legislators with a 
complete education. It must also be supported by a vigilant public. 
At present most of our legislators, with a few honourable exceptions, 
are blissf ully ignorant of currency and exchange problems and 
problems connected with fiscal policy and public finance. What 
contribution can they possibly make towards their solution ? The 
predominant character of all legislation is economic. A study of 
Indian Economics is t therefore, an imperative necessity for all 
concerned. 

Further, a crop of economic problems has arisen out of the 
war. Every educated person in India is expected to make some 
contribution to the solution of those problems. It is a part of our 
necessary equipment that we must he armed with the requisite 
knowledge of Indian economic affairs. Real freedom cannot come 
to India until her economic problems are s itisfaetorily solved. 

The practical importance of the study of Indian Economics is 
beyond question. The discussion of the problems of Indian agri¬ 
culture will he of immense benefit to the practical farmer. The 
industrialist can draw a number of useful lessons from the study of 
Indian industry. The man of commerce will And the study of the 
problems and trends of trade quite advantageous. To one engaged 
in banking, the study of the Indian banking system will prove 
very fruitful. It will add to his success and efficiency. Tho Indian 
labour leaders, fully conversant- with the labour problems of India, 
will be able to fight the battle of labour with greater effect. Above 
all, an intelligent study of Indian economic life will go a long way in 
solving the problem of Indian poverty. 



CHAPTER I 

THE GEOGRAPHICAL BACKGROUND 

1. Geographical Influences on Indian Economic Life. *A 

country is said to make its inhabitants.’ W*Mnight amplify it by 
saying that the natural environments of a country have a profound 
influence on its economic life in all its aspects Economic activities 
of a people are vitally affected by the natural forces operating in 
their country. The climate affects the efficiency of labour and 
determines the extent of the market for '*ert ain goods connected 
with food and clothing ; it, together with rainfall and the nature ol 
of the soil, decides what crops will bo sown. Physical features and 
river systems arc the outcome of the peculiar geological structure of 
a country. All these together detemuno the volume and the 
course of trade and industry which, in tin tr turn, affect the govern¬ 
ment finances and tlie governmental iulivily. Tims all economic 
and political phenomena are the outcome of the natural environment. 

But man may conquer nature. He has spanned the seas and 
cut the mountains ; he lias conquered the air ; he can travel under 
water ; distance has been annihilated by the fast means of locomo¬ 
tion. By elect licit v he lias turned night into (lay and toned 
down the rigours of climate. Through, his irrigation schemes, he 
has tried to secure his independence from Nature in the matter of 
rain. His soil reclamation schemes are intended to overcome the 
limitations imposed by the mature of the soil ; European soil has been 
exported to the New World Mighty forces of Nature have been 
harnessed into the service of mankind These miracles of man will 
fill an epic, 

This mastery of man over nature is not, however, complete 
and unquestioned. Nature has a knack of escaping from the chains 
and asserting her sovereignty. All operations an* hampered by 
weather conditions : sea sometimes becomes ice-bound and no longer 
navigable ; a hailstorm or a flood ma\ undo the work accomplished 
by human labour and ingenuity. An earthquake upsets human 
plans. Thus we have been able to eonquci nature only partially, and 
nature’s influence on economic activity cannot be ignored and 
comp! etely eli mi nat cd. 

On the Indian economic life, nature’s influence lias been domi¬ 
nant. The Himalayas affect rainfall which, in its turn, governs 
agricultural operations throughout the country. The nature of the 
coast line and the land fionticx have influence on the direction and 
volume of trade. Configuration and geological structure cause the 
mineral wealth of the country to be what n is, and they are also 
jcsponsible for the resources of power available to Indian industries. 
Efficiency of Indian labour is, in no small measure, affected by 
Indian climate which also determines the fauna and flora of the 
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country, Indian budget is said to be “a gamble in the monsoons’*. 
Thus Indian agriculture, trade and industry, finances and what xuf, 
are all influenced by the natural environments of the country. Really 
it is difficult to think of any aspect of Indian economic life which is 
not directly or indirectly influenced by the natural factor. 

2. A Few Geographical Facts About India—Size, Location, 

etc. The first thing that strikes one is the vastness of the size of 
the country and its continental dimensions. The total area of un¬ 
divided India was 15,74,000 sq. miles. As a result of the partition, 
the total area of the Indian Union (Bharat) is 12,21,000 sq. miles 
which represents more than 3/4ths of the total area of the undivided 
country. Even now the total area of Lidia (Bharat) is 12 times that 
of Great Britain. India (Bharat) can still contain within itself 
Prance, the U.K., Belgium, Holland, Germany, Denmark, Austria, 
Hungary, Switzerland, Spain, Portugal, Italy and Rumania. It is 
not only in size that she is big, she is the homo of nearly one-sixth 
of the human race. She is thus not a country but a continent* 

Besides, India is a country winch presents all types of con¬ 
trasts. Some of her regions are rainless ; there are others which get 
the heaviest rainfall in the world. Her climate varies from the icy 
cold, or temperate, to the tropical. Malabar, with its tropical luxuri¬ 
ance, is a marked contrast to some treeless plains in the Punjab. 
Density of population varies from about 49 persons per square mile 
in Kashmir to 95*1 in Cochin State. Sandy deserts of Rajputana are 
a contrast to valleys like Kashmii. 

But there is a unity underlying all this diversity. This diver¬ 
sity enriches our economic and social life, and it places before us 
vast and almost unlimited potentialities of developing an economic 
life of infinite variety and richness It is, therefore, a welcome con¬ 
trast. 

India’s geographical location is exceptionally favourable. She 
occupies a central position in the Eastern Hemisphere. She is 
equally distant from the West through the Suez Canal, and from the 
Par East, as also equally first uH from Australia and Africa, She 
thus undoubtedly occupies an excellent podium for purposes of 
trade. Nature obviously meant India to m rvo as a distributing 
centre for a large volume of the world trade. In short, Tndia seems 
to be marked out by nature to be a big and important country. 

3 Three Natural Divisions. There are three well-marked 
natural divisions of India : (1) the Himalayan region; (2) the Indo- 
Gangetic plain , and (3) the Deccan plateau with eastern and 
western coastal strips. 

India is bordered on the North by the Himalayas—a continu¬ 
ous range of mountains 1,500 miles long and 100-210 miles broad. 
In their height, they have no parallel m the world. Their highest 
peaks are Mount Everest over 29,000 ft,, Kinchinjinga nearly 28,000 
ft., and Dharsladliar 27,000 ft. They have more than 140 peaks 
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higher than Mount Blanc which is the highest peak of Europe. 1 The 
Himalayas constitute almost a continuous defence wall, having only 
a few passes, few of which are less than 7,000 ft. high. 

The Himalayas are a big and valuable gift given to us by 
nature. This mountain range gives us rain; it is a mysterious 
source and feeder of numerous fertilizing rivers and streams, and it has 
an immense influence on the meteorological conditions of the country. 
It tones down the high temperature of our plains ; it obstructs the 
cold dry winds from the North ; it shuts the fertile and rich plains 
of India from the unwelcome and greedy gaze of hungry prowlers 
ranging abroad ; its wealth of forests and pastures is simply priceless. 
It has given us valleys like Kashmir, which is a veritable heaven 
on earth. 

The influence of the Himalayan range on the economic life of 
the country cannot possibly be exaggerated. But it is not merely 
a physical barrier between India and the countries beyond, it is also 
a social and cultural barrier, and it has made the Indian civilization 
unique. Such is the significance of the Himalayas to us. 

4* The Indo^Gangetic Plain. Another striking and important 
feature of India is the Indo-Gangetic plain with its alluvial and 
fertile soil and its unfailing rivei system. It is one of the biggest 
level plains of the world being about 1,500 miles Jong and 150 miles 
broad. It is literally composed of the “dust'’ of the mountains. 2 

Tt is almost an uninterrupted level plain stretching from the 
Indus in the West to the delta of the Ganga in the East, The 
western part is arid and dr} r , and as we move from the West to the 
East, through tie* Punjab and the UP., to Bengal, wheat and sugar¬ 
cane fields give place to bamboos, palms and plantains ; and further 
East Assam is the home of a thriving tea industry. The eastern part 
is greener, more picturesque and has an abundance of water. 

This Indo-Gangetic plain is the richest source of the crops that 
India grows. It is here that flourishing agriculture is carried on to 
feed our industries with essential raw materials. The alluvial soil 
has made it possible for a splendid system of irrigation to ’be 
developed here. It was the richness of this plain that attracted 
Aryan hoides from Central Asia. The Gauge tic plain is said to bo 
the seat of the ancient Indian civilization. Livelihood here was 
earned without toil and man had leisure to turn to art and literature. 
It contains regions of very dense population and has given rise to 
big, prosperous and important cities. We can gauge the importance 
of this plain to Indian economic life from the fact that India is 
predominantly an agricultural country and this plain is the seat of 
Indian agriculture. The three rivers, the Ganga, the Indus and the 
Brahmaputra, that flow through it, are a great national asset. 

5* The Deccan. The Southern natura division of India, 
called the Deccan, is rocky and broken. These are said to be the 

1. Seo K. Dubey- Economic Geography of India, 1941 p. 24, 

2. Hoiildernees, T W.~ People and Problems of India, 1923, p. 34. 
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oldest Indian rocks; they were there when the rest of India was 
supposed to be under water ; the average height of the plateau is 
2,000 ft. above the sea level. The higher western and eastern edges 
of the plateau are known as the Western Ghats and the Eastern 
Ghats. The Western Ghats are steeper. They rise to an average 
height of 4,000 ft. after leaving a thin strip of plain along the coast. 
Tho Eastern Ghats are, on the other hand, less steep and less high 
and leave a little broader plain along the coast line. Most of the 
rivers of the Deccan rise in the Western Ghats; those that flow towards 
the west are short and fast, and those that flow towards the East 
are longer and flow a little slowly. 

It is in the Deccan that black cotton soil occurs, which, in the 
valleys, is particularly fertile. Many a rich crop is grown here. The 
deltas of Krishna, Godavary and Cauvery are very productive. To¬ 
wards the extreme south, in Malabar and Tanjore, wo meet with 
tropical luxuriance. This ancient part of our land has made no mean 
contribution to the infinite variety and richness of our economic life. 

6* Climate. One of the most important factors that influence 
the economic life of a country is the climate. The distribution of 
natural vegetation, the fauna and the flora, the working capacity of 
men, human wants, and the location and distribution of industries, 
arc some of the consequences of the climatic factor. 

S' India, as a whole, has a tropical monsoon type of climate. 
However, India can be divided into a number of climatic regions on 
account of the differences in the distribution and season of rainfall 
and the effect of altitude on temperature. 

Thus India has a cool climate in the hills and the extreme 
North, but hot and dry in the plains. It shows a wide range of 
temperature varying from 50° F in some parts in the North and 
116°F and above in places like Bhatinda in the Punjab, and hot and 
moist in the South-West with tempeiaturc more or less uniform. 
In some parts even the daily ranges in temperature, humidity and 
pressure are quite striking. All the same, India has a climatic 
unity. 

We owe it to our climate that we can grow such a large 
variety of crops and lay the foundation of many a prosperous 
industry. It is our climate which makes the goal of economic self* 
sufficiency appear within our reach, if we wish to pursue it. But 
Indian climate is said to have an enervating influence on the human 
system ; it makes the people listless, lethargic and incapable of a 
vigorous and sustained effort. It is said that a tropical mind is a 
sleepy and an inert mind. But we should not exaggerate this ad¬ 
verse influence of our climate and attribute our economic back¬ 
wardness to it. It is under a similar climate that Indians in ancient 
times reached the pinnacle of glor}" in the realm of art and literature, 
medicine, trade and industry, etc. For the causes of our economic 
backwardness, therefore, we must look elsewhere 
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7. Rainfall. The importance of rainfall to an agricultural 
country like India can hardly be exaggerated. It is not for nothing 
that an Indian peasant in a difficulty always looks above for relief. 
The God of an illiterate Indian is supposed to reside in the clouds. 
Rain must be timely, it must be sufficient, but not too much, and it 
also must be evenly distributed. Failing any of these things, the 
Indian farmer faces misery. Indian rainfall is said to show all the 
vagaries of an oriental potentate. We must understand that failure 
of nature in this respect may spell ruin to the millions of people who 
depend upon agriculture. But it is not only the agriculturists who 
suffer. Failure of crops means curtailing of demand for goods ; it 
means depression ; it results in the reduction of government revenue, 
which, in its turn, means contraction of government activities and 
retrenchment. The effects are very far-reaching indeed and per¬ 
meate'the whole of our economic life. Sir Guy Fleetwood Wilson 
(ex-Finanee Member) described the Indian budget as “a gamble in 
the rains”, and he was perfectly right. 

The rainfall in India shows considerable variations : and its 
distribution is very unequal throughout the country. The average 
annual rainfall varies from about 10 indies in Hissar (Punjab) to 
460 indies in Clierrapunji. There are regions of very heavy rainfall 
like Assam, Eastern Bengal and Western Ghats; (hero are regions 
of precarious rainfall as in the Punjab, Bombay and the U. P.; and 
then there are regions of deficient rainfall ot drought as in some 
southern parts of the Punjab, Sind and Rajasthan. 

Most of the rain in India comes from the monsoons the 
Arabian Sea monsoon, and the Bay of Bengal monsoon ; and they 
bring 90 per cent of the rainfall in India. Indian rainfall not 
only varies from plate to phn e but the intensity of the monsoon 
varies from year to year. Out of a cycle of live years, it is said, one 
is good, one bad and three neither good nor bad. In one year the 
current may he too strong and cause Hoods, and in another year it 
may cause drought. But a remarkable feature of our rainfall is that 
it is seasonal. London, for e vain pie, gets 21 indies of its annual 
rain in 161 days in light drizzles hauling to considerable sinking, 
while Bombay's 71 indies come in 75 days only 1 Thus most of our 
rain-water coming in torrents is washed down and wasted. It leads 
to soil erosion and Hoods with all their disastrous consequences. 

Apart from the fact that India has got a certain season of rain¬ 
fall and it mostly fails in summer months, some rainfall also occurs 
in winter especially m 1 he soi th-West, These winter rains are very 
useful and essential for winter crops like wheat. Failure of these 
rains is no less a cause of famine m India than the failure of the 
summer monsoon. 

8. Seasons. Seasonal variations have an intimate bearing on 
economic life. Diet and dress depend upon them. They are, therefore, 
of no slight importance in determining the demand for agricultural 

L Du bey Jl,—Economic Geography of India, 1941, p. 2 (a). 
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and industrial goods. Agricultural production, too, depends on 
seasons. 

There are three well-marked seasons in India with a short 
period of transition intervening between them. We have winter 
from November to February, which is comparatively dry and rain¬ 
less, though the Punjab gets rain in winter too ; next there is the 
hot dry summer from April to June, March being the transitional 
month ; then follows the rainy summer season from July to Septem¬ 
ber, October being the transitional month. There are some variations 
to be met with as between the North and the South and the East 
and the West For example, there is a much greater severity of 
season in the Nortli than m the South. 

9. Soils Indian soils can be broadly divided into three 
clasvses : — 

(1) The Alluvial Soil . It rovers the Indo-Gangetic plain, 
the coastal strips of the Eastern and the Western Ghats and the 
Surma Valley in Assam. The total area of alluvial soil has been 
estimated at about 3,00,000 sq. miles. It is soft, deep and porous 
and can retain moisture. It lias been fertilized by the washings of 
the rivers, and it is consequently suitable for growing a large variety 
of crops, 

(2) The Deccan Trap Soil. It covers practically the whole of 
the Deccan and has an area of roughly 2,00,000 sq. miles. A greater 
pait of Bombay Presidency, the whole of Berar, Western 0. P., and 
Hyderabad shows this type of soil On the lulls the soil is thin and 
hence poor and unproductive ; but down in the valleys of the rivers 
it is deep and remarkably fertile and can grow a rich variety of 
crops, especially cotton. Being retentive of moisture it renders 
irrigation practically unnecessary. 

(J) The Crystalline Soil . It occurs in the whole of Madras 
Presidency, South-East of Bombay Presidency, Orissa, Ohota-Nagpur 
the major poitiori of the O.P , half of Hyderabad, Central India 
and some districts of Bengal and the U.P. This soil is also called 
laterite as it lies adjacent to latente rocks. Where rainfall is 
favourable or irrigation facilities aie available, it yields a fairly 
large number of good crops. It shows wide i/vuiations of depth, 
consistency and fertility, 

Iri addition to these may be mentioned the desert soils which 
occupy large tracts in Rajasthan and South Punjab. Then there 
are the alkaline soils known as Hih or Kalar m the Punjab. They 
“have a high degree of impermeability and ‘stickiness’ together 
with high alkalinity and frequent presence of large excess of free 
salts.” They are poor m nitrogen and humus, lienee unsuitable 
for crop growing without the supply of chemical fertilizers. 

In recent years considerable 4 work has been done in the classi¬ 
fication and investigation of soil productivity. At the Indian 
Agricultural Institute at Delhi a soil map of India has been prepared, 
and an oll-India scheme of soil survey has recently been launched. 
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Like other Indian economic problems, the problem of Indian 
soil, too, is peculiar. Our soil is dry, whereas the soil in many other 
counfries is damp. Elsewhere, therefore, it is reclamation which 
claims the attention of governments, but irrigation is more 
important here. 

10. Forest Resources. India has got a very valuable asset 
in her vast and varied forest wealth. The total area under forests in 
the states (provinces) of the Indian Union is 1,71,000 sq. miles which 
is nearly 14 per cent of the total area of the country. The ideal 
proportion to meet adequately the needs of the people is considered 
to be 20 to 2d per cent. As against this the forest area in the U P. 
is only 5 per cent, in the Punjab 6 per cent, Bihar 2 6 per cent, 
Orissa 6*2 per cent. The forest area in Madras is 12 2 per cent, and 
in Bengal 14 per cent, which also are inadequate. Only in Assam 
it is 38'6 per cent and in the C.P. 19*7 per cent, and in these two 
States (Provinces), therefore, the position may be regarded as 
satisfactory. 

The main types of Indian forests are :— 

(a) Littoral forests to be found on the sea coasts ; 

(b) The hill forests whose variety depends on the rainfall and 

elevation. They arc to be found on the Himalayas, and 
tho principal species are oak, pine, deodar, magnolia, etc. ; 

(c) The ever-green forests, which occur in the regions of heavy 

rainfall , they consist of bamboos, palms, rubber, etc. ; 

(d) Deciduous forests to be found in sub-montane tracts con¬ 
sisting of sal, teak, shisham, etc. ; 

(e) Dry forests in the Punjab, Bikaner, etc., consisting mostly 

of kikar and other trees having thorny leaves. 

11. Utility of Forests. Indian forests are a great national 
asset. Their utility to India is undoubtedly very great. They are 
Nature’s insurance against floods. By preserving moisture they 
lessen the severity of drought. They also regulate the air currents* 
They add to the beauty of the countryside and improve the sanitary 
conditions. Their influence on climate is very wholesome. 

Apart from these indirect economic benefits of the forests, 
there are several direct economic advantages too. The forests supply 
timber for building purposes and firewood for domestic and indus¬ 
trial purposes. They also provide raw materials for important 
industries like paper, match and lac. Besides, they yield, several 
other valuable substances such as bark for leather tanning, gum, 
dyes, drugs and some food products from roots and fruits. They 
provide grazing grounds and fodder for cattle as well as shelter 
for bird and beast. Forest leaves are used as manure. 

The forest produce is usually divided into two categories: (£) 
the major products and (ii) the minor products. The major products 
are timber and fire-wood. The total value of the yearly production 
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of timber and fuel-wood has been estimated at 375 million cubic 
feet and of timber alone nearly 290 million cubic feet. The impor¬ 
tant timbers are sal, deodar, teakwood, rosewood, Indian mahogany, 
ski sham. There are about 30 varieties of timber in the market, 
each having about a dozen recognized grades. The timber is largely 
used for building purposes, in the construction of railway carriages 
and for sleepers, for building bodies of buses and for making 
furniture and agricultural implements. 

Among the minor produce are included lac, resin, turpentine, 
essential oils, tanning materials, bamboos, grasses and herbs. The 
Indian paper industry uses bamboo, ulla and sabai grass for making 
different kinds of paper. It has been estimated that 35 000 tons 
of bamboo pulp and 25,000 tons of sabai pulp are consumed in this 
connection. A large quantity of timber is used for making splinters 
and boxes for the match industry Of lac India has practically a 
monopoly. It is largely obtained from Central India, Orissa, Bihar, 
the 0. I\, Hyderabad and Central Assam Of the total output 
nearly 60 per cent is obtained from (Jhota Nagpur in Bihar. About 
98 per cent of the total production is exported abroad, the U.S.A., 
the IT. K., Germany and Japan being oui principal customers. 
Shellac, manufactured from lac, is utilized in the making of gramo¬ 
phone records, varnish and insulators. Resin, which is obtained 
from pine trees, is manufactured into resin and turpentine oil. Resin 
is used in paper making and soap making, and turpentine oil for 
varnish and medicinal purposes. Myrobalan is one of the most use¬ 
ful trees, it is especially useful in tanning and dyeing. Its wood is 
exported to several European countries. Babul pod*, mangrove barks 
and tarwad barks are also used for tanning purposes. Our resources 
in bamboos, whicli are now a principal raw material for the Indian 
paper industry, are almost inexhaustible. 

Only a part of our vast forest wealth has so far been put to 
economic uses. Most of the foiests are inaccessible. Lack of 
cheap transport is the chief obstacle in the way of economic 
exploitation of our forests. The partition of India has further 
added to these difficulties, 'Timber can be cheaply floated down the 
rivers, but the riveTS by which timber could come from Kashmir are 
in Pakistan. Thus our forest wealth in Kashmir has now been 
bottled up. 

In recent times several types of minor forest produce have 
assumed great economic importance. For example, sandal-wood 
oil is used in perfumery and margosa (nenn) is used in making soaps 
specific for skin diseases. There are several herbs and drug plants 
which are being extensively used for preparing medicines. 

The Forest Research Institute at Defwa Dun is doing valuable 
work in discovering new uses for our forest wealth. At present the 
most important problems that are engaging its attention relate to 
the use of wood for producing cheap printing paper, discovery of 
suitable wood for aircraft production and useful as battery 
separators and suitable woods for electrical purposes. Some 
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progress! has already been made in these directions. Co-ordination 
between forest exploitation and industrial planning is essential, if 
we are to make the best use of the vast and varied forest wealth 
of ours. 

India is far from self-sufficient in timber. We annually import 
timber worth crores of rupees. The World War IT demonstrated 
our pitiful dependence on foreign sources for timber. There is a vast 
difference between what can be and what is. It is a sad comment¬ 
ary on our ability to use our natural wealth. 

12. Forest Policy For a long time reckless destruction of 
Indian forests continued. It “deprived the peasantry of wood for 
fuel and for building cottages, exposed agriculture to greater risks 
of drought, flood and soil erosion, and, on the whole, resulted in 
sterilization o f the soil” 1 It w T as not realized that the preservation 
of forests or their scientific management was highly conducive to 
the economic and physical well-being of the country. This realiza¬ 
tion dawned on the Government about the middle of the last century, 
when steps were taken for 1 he setting up of forest departments. Jn 
course of time Central and Provincial forest departments were 
established. 

The forests are classified as reserved, protected and unclassed. 
In the case of reserved forest areas, the Government exercises very 
strict control. Tn the case of protected areas the public has greater 
freedom in their use. In the unclassed areas the Government control 
is the least, and these areas are also not subjected to scientific 
management. This classification of foiests is, however, defective* 
A better classification from the economic point of view will be 
something like (a) areas that supply timber and fuel ; (b) areas 

useful for fodder ; and (e) areas that can be easily converted 
into agricultural lauds. 

The old forest policy in India was announced in 1K94 and was 
based on the following prim iplcs : (1) That the retention of sufficient 
forest area to preserve the climatic and phyoieal conditions of the 
country is a matter of primary importance ; (2) that the need for 
seeming sufficient forests for the general well-being of the people 
comes next , (3) that cultivation is of greater importance than 
forestry, but permanent cultivation must not reduce forest lands 
below the prescribed minimum ; and (4) that revenues should be 
realized to the fullest possible extent but only after meeting the 
requirements of the rural and the local population free or at con¬ 
cessional rates For practical purposes the chief concern of the 
Government lias been to increase the revenue as Sir Jogomlra Singh, 
Member for Agriculture, Government of India, admitted in 1946. 
He said, “Too often forests have been looked upon as a source of 
profit which must be tapped as quickly as possible.” A more 
positive policy is needed. 

J, Nanavati and Anjaria —The Indian Rural problem, p. 16. 
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Forest policy has both social and economic aspects. ,,It has to 
legislate on the rights of the users and also deal with silviculture, 
i.e., growing trees in the most economical manner. Besides provid* 
ing for stability in forest finance and uniformity of administration, 
the right forest policy must provide for (1) the supply of forest 
produce to the mass of the local consumers ; (2) the protection of 
land from erosion, floods and unfavourable climatic influences ; 
(8) the preservation of timber for building construction generally: 
and (4) the production of raw materials, both timber and other 
forest products for industries using wood. At present Indian forests 
are insufficient to meet these needs. A determined effort should be 
made to develop forest industries, like charcoal making, lac culture, 
making of resin and turpentine, preparing dyeing and tanning mate¬ 
rials etc. Besides yielding income, they will incidentally reduce 
pressure on the soil. As the forest urea in Lndia is inadequate to 
meet our requirements, it is necessary to launch extensive afforesta¬ 
tion schemes. Afforestation is also badly needed as an anti-erosion 
measure. 

13. Mineral Resources. A wrong impression seems to prevail 
amoung our people about om mineral lewmrcos Some people seem 
to have an exaggerated notion of the quantity and the quality of the 
minerals produced here. Let it be said at the very outset that our 
miiietal resources are not so vast or unlimited as is sometimes sup 
posed. But it is not to be supposed, on the other hand, that 
India’s mineral wealth is scanty or meagre. Even in tliis respect 
wo occupy a fairly respectable position. 

We have plentiful ores of certain minerals, e. g , chromite, 
iron, cyanitc, magnesite, manganese, mica, monazite, tali*, titonium 
and zircon. We are more or less self-sufficient in arsenic, glass, 
sand-stones, barium, bauxite, beryl, clays, cobalt, dolomite, feldspars, 
graphite, gypsum, limestone, nitrates, phosphates, salt, strontium, 
tungsten, and vanadium. But we are definitely short of, or totally 
lacking in, asbestos, bismuth, borates, bromine, cadmium, china 
clay, copper, fluorite, gold, iodine, lead, mercury, molybdenite, 
nickel, platinum, potash, radium, silver, sulphur, tin and zinc. 

The partition of the country has not appreciably affected her 
mineral position. Pakistan’s share includes some petroleum, a 
negligible quantity of coal, though a considerable share of chromite 
and gypsum. 8he has none of the important minerals like iron, 
mica, copper and manganese. 

A weakness of the Indian mining industry is that the mineral 
wealth of India has not been fully and scientifically exploited nor 
have the mines been worked exclusively for India’s benefit. They 
have been largely worked for export purposes. This is not a wise 
policy, tor it will lead to the depletion of India’s mineral resources 
lor the benefit of the foieigner. Our tariff policy must be directed 
towards discouraging of the expoit of metallic ores and retention of 
key minerals inside the * ountry for the use of our own industries. 
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We have also not tried so far to discover substitutes for minerals 
we lack* 

The average annual value of the minerals produced exceeds 
Bs. 40 erores. Among the chief minerals produced in the country 
are coal, iron, manganese, copper, gold, silver, lead, mica, chromite, 
etc. Even sulphur is now available. A brief account of tho 
important minerals is givm below. 

Iron ores, A country must have an adequate supply of 
structural metals if it is not to be at the industrial mercy of foreign 
countries. Of these iron is the most important. Some Indian iron 
ore deposits are considered to be the richest in the world, containing 
00 per cent metal. “India has the biggest iron ore mine in Asia 
and the total of ore in Bihar and Orissa bolt, estimated at 2,832 
million tons, is sufficient to meet the requirements of the Indian 
producers for a thousand years.” The proximity of coal-mines 
renders these deposits all the more valuable. The rich quality of the 
ore and nearness of coal-mines enable India to produce pig iron at 
a very low cost. Iron ores occur in Singhbhum, Keonjhar, Mayurbhanj. 
Bengal, C. P., Mysore and the Himalayas. The Indian Mineral 
Resources Bureau think that inexhaustible iron ore deposits lie in 
Salem and Nellore districts of Madras Presidency. In 1948 the total 
production was 2*3 million tons nearly. 

We are very fortunate in this that our iron ore deposits arc 
situated in close proximity to the coal-mines. So we are in a 
position to produce pig iron at a very low price. All iron ore 
deposits lie in the Indian Union and none in Pakistan. 

Copper . It is another structural metal. It occurs in Chota- 
Nagpur, Singhbhum, Rajputana, Sikkim, Kulu and Garhwal, and 
none in Pakistan. From the extensive tracings of old workings, it 
can be inferred that there was a flourishing copper industry in India 
in the past. All the deposits of copper are not workable, because 
some of them happen to be scattered in the form of grain. India's 
contribution to the world copper supply is indeed very slight. 

Copper mining is largely confined to the copper belt of Singh¬ 
bhum (Bihar) extending for 80 miles. At the end of 1938 the 
copper ore reserves were estimated at 850,300 short tons with an 
average content of 2*88 per cent metal. In 1948 the output was 
322,276 tons. 

Manganese. Besides the structural metals, a eouutry should 
also possess alloys used as hardeners in the making of tool steel, 
guns, armour plates etc. Manganese belongs to this group of metals. 
The other alloys are lead, zinc, tin and nickel in which India is 
seriously deficient. Without a sufficient supply of these 
hardeners a country is at a great disadvantage both in peace and in 
war. Manganese is a very useful material and has been called 
the “jack - of- a 11 - trades. * ’ It is required for enamel, porcelain, 
chemicals, plastics, varnish, glazed pottery, dry batteries, and what 
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not. But its biggest consumor is the steel industry. Because our 
steel industry is not yet fully developed, most of the manganese 
produced in India is exported. Next to Russia, India is the largest 
producer. In 1948, the production was 467,000 tons. The Indian 
iron and steel indsutry J.s able to consume only 60,000 tons in tf 
year. Nagpur, Balaghat, Bhandra and Cuhindwara districts in the 
C. P., some parts of Bombay Presidency, Mysore, Madras Presi* 
dency, Bihar and Orissa are the chief places of its occurrence. It is 
not to be found in Pakistan. According to Dr* Dunn, the form#** 
Director of the Geological Survey of India, there are great possibili¬ 
ties of a large increase in the production of ferro-manganese in India. 
The export of ore should, therefore, be reduced. In view of high 
grade ore and the availability of electricity near by the conditions 
for the development of the industry are most favourable in Bellary 
district, Madras. 

Gold. In small, almost insignificant, quantities gold is Widely 
distributed throughout India where it is obtained by washing the 
river sands. But the Kolar Gold-fields in Mysore is the only 
important source. Other fields are those of Hutti in Hyderabad 
(Deccan) yielding gold worth a million sterling, and Anantapur in 
Madras yielding three-quarters of a million sterling ; but these are 
much less productive. The total production in 1948 was 180,046 ozs. 

Silver. Far from being a producer, India is the largest con¬ 
sumer of silver in the world. Only a small quantity, 25 ; 000 oz., is 
got from the Kolar fields. Her annual imports of silver are of the 
average value of £10,000,000. 

Lead. The lead ore deposits occur in Madras, the Himalayas, 
Rajasthan, and Manbhum and Hazaribagh in Bihar. But the total 
production of lead is almost insignificant. 

Mica. Mica deposits occur in Ajmer, Travancore, Mysore and 
Hazaribagh in Bihar producing about 80 per cent of the total pro¬ 
duction. It also occurs in Nellore in Madras. Mica is extremely useful 
in the making of electrical goods, and Indian mica is particularly 
suitable as an insulating material. Mica is also used in wall-paper 
industry, rubber industry, in the manufacture of paints, in radios and 
aeroplanes. Block mica is used for oven, stove and furnace windows, 
gas lamp and chimneys, lamp shades, gas-masks etc. Ifidia has practi* 
cally got a monopoly of mica in the world, producing about 75 
per cent of the world's production ; nearly the whole of it is 
exported. In 1948, the total output was 151,602 cwt. The pre¬ 
eminent position that India occupies in mica-splitting industry is due 
to her cheap labour who have acquired superior efficiency through 
long experience. 

Chromite. India is well blessed by nature with chromite 
deposits. It is an important mineral used for war purposes, and up 
to the last war it was mainly used as a refractory material. As we 
are still industrially backward, there is very little home demand for 
it. The Mysore State is the largest producer, other centres being 
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Smghbhum, some parts of Bombay and Madras. One average 
annual consumption is 6,495 tons. But with the manufacture of 
aeroplanes and motor-cars, India will be using more and more 
chromium* 

Other Mineral Products . Besides the above minerals, India 
possesses deposits of several types of clay having a high degree of 
plasticity, which are useful for making pottery, tiles, pipes and 
high-grade porcelain. (Inna clay deposits are to be found in Upper 
Gondwana, Bengal, Singhbhum, Mysore Delhi and Jubbulpore. 
Fine clay of a high refractory quality is also available. 

Then, there are various kinds of sands available in several 
localities in the U.P. and Baroda, and they are very suitable for 
use in the glass industry. 

We have got extensive and riel) deposits of bauxite occurring 
in Assam, (J.T\, parts of Bombay and Madras. But we have not 
tried so far, to any considerable extent, the reduction of bauxite 
into its metal aluminium. 

Our sources of salt are also very considerable. Salt is obtained 
from sea water in Madras and Bombay, and from lakes in the 
interior, like the Sambhar Lake. The whole of the rock s lit is .to be 
found in Pakistan. Salt is a highly useful material for the making of 
chemicals. It is universally in demand for human and cattle con¬ 
sumption. 

14. Review of the Mineral Position. India is the largest 
producer of mica. Her iron ore is of the richest quality and with 
the possible exception of Brazil, her resources in iron ore are the 
largest in the world Sir* is the second largest producer of coal as 
well as of iron and steel in the British Empire. High-grade chromite 
is produced in large quantities in Baluchistan. We can safely con¬ 
clude that our mineral resources can be counted upon for giving a 
fairly strong support to any scheme of industrialization that we 
may launch. However, from the distribution of minerals it is quite 
evident that important minerals are mainly to be found in the 
north-eastern part- of the Deccan plateau, Here they are mainly to 
be met with in the States (provinces) of Bihar and Orissa. As a 
result of this factor, there is a great future, so far as industrializa¬ 
tion is concerned, for these States. Nevertheless the concentration 
of these minerals in the north-eastern corner of the country is likely 
to hinder the rapid industrialization in other parts, for minerals, on 
account of their bulk, cannot be easily transported to distant 
regions. Most of the ores are being exported in a raw form at 
present, and we are not, therefore, making the best use of them. 
As industralization gathers momentum, many deposits which are of 
little value now will assume importance When a reasonable amount 
of our immense potential mineral wealth is worked up we can 
visualize India occupying a leading position in the world. Now 
that we are free we can expect that we shall be able to pursue a 
rational and planned mineral policy and put India soon prominently 
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viz., to Stop the export of minerals in the raw state and instead put 
them into manufacturing processes at home. 

Recently steps have been taken to strengthen the Geological 
Department so that the country’s mineral resources may be effec¬ 
tively explored to further the industrial and economic development 
of the country. A Mineral Information Bureau has been set up to 
advise the industrialists and supply them the required infer nation. 
The Bureau will conduct laboratory tests and assist industrialists by 
advising them on the availability and suitability of minerals for 
industrial purposes. 

15. Power Resources. Supply of cheap power is one of the 
most important requisites of industrial prosperity. India aspires to 
a high class industrialism. Let as see, therefore, whether she is 
properly equipped from the point of view of power for running the 
industrial machine. 

There are several sources from which energy can be generated, 
namely, wood, wind, water, alcohol, oil and coal. Wind, which is 
being extensively used in the Netherlands, in Europe, has not been 
made use of here so far. Alcohol may be produced in large 
quantities as a by-product of sugar industry, but at present it is of 
little importance as industrial fuel. Wood is a fairly important 
source and was put to considerable use in the past But its chief 
result was reckless destruction of the forests, and the industrialists 
had to look elsewhere. We are, therefore, left with petroleum coal 
and water-power resources. 

16. Petroleum. Although among the m’nerals produced in 
India petroleum occupies quite an important place in terms of value, 
viz., the fifth, yet the quantity produced is utterly insufficient to 
meet her I'equirements. India’s capacity to produce it is roughly 
5% of her needs. About 300 million gallons of petroleum are im¬ 
ported every year. As a result of the Partition, we have lost to 
Pakistan one source of supply, viz , the western wing of the Hima¬ 
layas, and we are now left only with the eastern wing in Assam. 
In this region there arc three important oil centres, viz., Digboi, 
Bappapung, and Hansapung. In 3948 the total production was 6#*6 
million gallons nearly. The insufficiency of mineral oil in India can, 
however, be made up by the production of synthetic fuel oils from 
sugarcane and oii-seeds. About a quarter million tons of molasses 
are every year thrown away by sugar factories and this can well be 
utilized for the manufacture oi alcohol which, when mixed with 
petroleum, forms excellent fuel power for autombiles. 

17. Coal As A. Zimmerman remarks, “Coal serves modern 
industry in several basic way's : in the form of coke it is indispens¬ 
able to the mass production of iron and steel; it is an important 
raw material of the chemical industry, and it is the most potent 
single factor determining the location of manufacturing industries. 
In spite of the growing importance of its more spectacular rivals, 
especially petroleum, coal remains the chief energizer of modem 
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industry and continues to provide most of the power required to 
move overland the dry bulk commodities of present-day world 
commerce. At the same time it is the biggest pay load carried by 
rail, roads and ships. Modern machine civilization thus depends on 
coal as on no other commodity.” 1 

Although India is the second largest coal-producing country in 
the Commonwealth and ninth in the whole world, yet considering 
the continental dimensions of the country, our coal resources are 
extremely limited, nor arc they satisfactorily located. The quality 
of our coal is very interior on account of its high ash content and 
the presence of moisture. Also the coal deposits are very unevenly 
distributed. The piohlem of coal, therefore, is not one of produc¬ 
tion but of transport. At present our industries are suffering from 
transport bottleneck. One-fifth of tin* coal raised in 1947-48 lay at 
the pit-head. Due to intermittent supplies Tata’s one^blast furnace 
had to be closed and the textile nulls worked two shifts as against 
three during the war In tho same manner other industries had to 
stop work and production suffered. Our coal mines are neither 
situated near the sea-coast as in England nor in the river basins as 
in Germany. Goal has therefore, to bo transported by rail, and the 
cost is prohibitive. 

The coal output in India in 1949 was 31*5 million tons. In the 
TT. S. A. it is more than 151) million tons Our per capita consump¬ 
tion.of coal has been put at 07 ton as against 4*75 tons in the 
XJ.S.A* which shows how backward industrially wo are 1 . Jharia coal¬ 
fields accounted for a lit Uc less than 40 per cent and those of 
Rani ganj for about 30 per cent. Nearly 90 percent was derived 
from the coal-fields of Bengal and Bihar alone. Gondwana coal¬ 
fields supply nearly 98 per cent. Thus almost our entire coal supply 
is centred m one corner of such a big country. Coal is a bulky 
article find the cost of transport to certain industrial areas, as those 
of Bombay and Madras, is simply prohibitive This imposes a serious 
handicap on industries in those areas. 

We have been receiving in recent times repeated warnings of 
the probable exhaustion of our coal resources in the near future. 
Dr. C. S. Fox estimated m 1931 the total reserves of good quality 
coal at 5,000 million tons. The Indian Coal Committee, in 1937, 
estimated, however; that the reserves of good quality coal would 
last 122 years and that of coking coal only 02 years. 2 Another ex¬ 
pert has recently remarke d that even with the imposition of res¬ 
trictions on the use of good quality coal, India will experience 4 a 
shortage of coal before the end of this century. 3 

It is possible that the geological surveys may lead to the dis¬ 
covery of some new deposits. The General Report of the Geological 

1 Quoted by A. K. Sur m his Natural tic* our ce# of India (1JH2), P 45. 

1. Wadia and Merchant —Our Economic Problem p. 22, 

2. Vide Report, Vol. I. p (>3 

3. Gee E.R.- Records of Geological Survey of India* Yol. LXXV 

Professional Paper No. 11 
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Survey of India for 1938 mentions the discoyery in the Lingrin area 
in Assam of new deposits of coal ore, the workable seam of which 
alone has a total reserve of 80 million tons. Dr. D. N. Wadia of 
the Geological Survey of India thinks it probable that a large extent 
of coal-bearing Gondwana rocks lie hidden underneath the great 
piles of lavas of the Deccan trap. 4 

But it is safe not to count upon these probabilities. The situa¬ 
tion, as visualized by the experts, calls for serious thought. It is, 
therefore, neoessary to economize and devise measures to make our 
limited resources of coal last as long as possi ble. We find, on the 
other hand, that we are very imprudently wasting our coal resour¬ 
ces. Good quality coal, as it is very limited in quantity, should be 
used only for metallurgical purposes where inferior coal cannot be 
used. But as against this sane method, we find that good coal is 
being used for steam-raising purposes by railways and others. This 
is very serious and calls for immediate attention. The blast 
furnaces in India are at present designed for the use of un¬ 
washed good quality coal. This must be rectified, and plants 
modified so as to be able to use inferior coal In the meantime 
some other economic uses of the low grade coal can be found, 
oil, chocolate laxative, phenyl, etc., can be produced out of coal by 
carbonization. At present the biggest consumer of coal are the rail¬ 
ways, iron and steel industry being the second and the two take off 
nearly 50 per cent of the total output of the country, 

A lot of wastage also results from our methods of working the 
coal-mines. Mechanical appliances for screening, cleaning and load¬ 
ing are used to a very small extent, and mechanization of the 
underground processes has not made much progress. The Indian 
Coal Committee of 1937 remarked : 4 ‘The coal trade in India lias 
been rather like a race in which profit has always come in first* 
with safety a poor second ; sound methods ‘also ran’ and national 
welfare ‘a dead horse* entered, perhaps, but never likely to start. 01 

It is thus necessary strictly to enforce measures like sand¬ 
stowing for the conservation of our coal resources. It will be a great 
pity if we become destitute of coal while our iron ore resources are 
so vast. If coal is to play its proper role in the economic regenera¬ 
tion of India vigorous steps must be taken towards the rationalisa¬ 
tion of the Indian coal industry. 

18. Hydro-Electric Resources. We have seen that the power 
position in India is not satisfactory either from the point of view of 
wood, or coal, or petroleum. The Indian forests are inaccessible and 
even otherwise forests cannot last long if only wood were used as a 
source of power to meet the needs of modem industry. As for coal, 
not only is the quality of Indian coal poor but the quantity, too, is 
strictly limited and it is unevenly distributed. Petroleum too, is 


4. Wadia, I). 2$ w —6eology of India , 1039, p. 339. 
h Vid& Beport, Vol. 1, p. 30, 
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insufficient. But if nature has been niggardly to India in coal of 
oil, she has been almost lavish in her gifts of hydro-electric resour¬ 
ces. There are immense possibilities lor the development of hydro* 
electric energy, especially in regions distant from the coal-mines. 
Nature seems to have marked out in India two distinct zones : The 
‘coal zone’ and the ^water zone’. The potential resources of water- 
power in India have been estimated at 27 million horse power. For 
every 1,000 feet of fall from the Himalayas, seven great rivers east¬ 
ward from the Indus can produce three million horse power. This 
applies to other rivers too. The total installed plant capacity in 
India (Bharat) in 1949 was T54 million kwts. Production of electri¬ 
city in India has been doubled during the last 10 years rising from 
2,440 million kwt. in 1939 to 4,900 kwt jn 1949. 

19. Economic Benefits of Electricity. Electricity is a great 
boon to a modern community. It is at once the cause and symbol 
of civilization. Inside the home it relieves a great deal of domestic 
drudgery. It gives better light and at less cost, and it is so 
convenient. 

To the industrialist it provides cheap power at a place most 
convenient to him and in the units he needs. The cost of generating 
electricity is estimated to be one fourth as compared with coal oil 
or fuel. But besides supplying power, electricity is essential for 
many industrial processes. For example, for making aluminium— 
the wonder metal of the 20th century—from bauxite electricity 
is indispensable for smelting the o r e. As electricity can be economic¬ 
ally transmitted to a distance of 250 miles, it can facilitate much- 
needed dispersal of industries from the congested and costly 
industrial centres to open areas. It makes winter hot and summer 
cool and thus considerably improves labour efficiency. 

Electricity is specially beneficial to the small industrialists and 
rural craftsmen. In Surat about 5,000 looms, mostly owned by 
artisans, are operated by electricity. Jn Japan and Switzerland small - 
scale industries are all run by electricity. It can, therefore, be 
utilized in India as a potent weapon for the regeneration of cottage 
and small-scale industries. 

In transport, too, electricity can be of incalculable benefit. 
Already in India electric trains run between Bombay and Kalyan. 
It has been estimated that the entire power now utilized on Indian 
railways can be generated from a single project like the Kosi, 
and the Indian railways consume seven million tons of coal every 
year. 

In our rural economy electricity has a vital role to play. It 
can be used in lifting water from the wells and thus economize cattle 
energy. Already in some villages in the Punjab, the U.P, and 
Madras electricity is being supplied for this purpose. In France 95 
per cent small farms, in Japan 90 per cent and in Holland 100 per 
cent farms have been supplied electricity from central scrvico 
stations. 1 The ‘tail water’ can be utilized for irrigation purposes. 

1. Nanavati a ml Anjarm—The Indian Rural Rrobhm, p, 179 . 
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Hydro-electric schemes have been thus linked with important ittAgp** 
tion projects/ Several multi-purpose projects are either under eon r 
struetion or investigation in India, 

Thus electricity is the foundation of the new Industrial 
Revolution, Statistics of world power production show that ooal as 
a source of power is fast losing ground to oil and water-power 
resources. 

20. Present Hydro-electric Installations. India is one of the 

pioneers in the world in the matter of hydro-electric installations* 
The first hydro-electric plant was installed at Darjeeling in 1897-98* 
Another hydro-electric project was completed in 1902 in Mysore 
State on the river Cauvery, and for some time it was the longest 
transmission line in the world. 

In Bombay Presidency there are «thrce electrical installations 
managed by Messrs Tata and Sons, viz , Lonvala, Andhra Valley and 
Nila Mula, having a combined capacity of 240,000 h. p They supply 
electricity to Bombay mills and electric trains at less than half 
anna per unit. 

In the South the Pykara Hydro-Electric Works (Madras) have 
a capacity of 90,000 h.p, in addition to 30,000 h.p. from the tail 
water at a lower site. It has the highest head plant in the British 
Empire. Of the total demand for electricity, 60 per cent comes 
from textile mills and 15 per cent from other industrial establish* 
ments. Then, there is the Mettur Hydro-Electric Works which i s 
considered to be the largest of its kind in the worid. It has a 
capacity of 50,000 k.w. Other schemes operating in Madras arc 
Armollcy, Kartcri and Munar. The Papanasam Schome completed 
in 1944 has a capacity of 21,000 k.w. Pallivasal Project of Travan- 
core State has also a similar capacity. 

The Mandi Hydro-Electric Works in the Punjab have a 
capacity of 118,000 k.w. a quantity more than sufficient to meet 
the requirements of the present generation in Delhi and the 
Punjab. Its 15,000 feet long steel mantled tunnel is a marvellous 
achievement. 

In the U.P. there is the hydro-electric grid system, generating 
power from the Ganga Canal System and supplying electricity to 
the principal towns in the State. Another installation is at 
Nainl Tal. 

To Kashmir belongs the credit of having completed the second 
hydro-electric works in India. Electricity is generated at Baramulla 
on the river Jhelurn and the plant has a total capacity of 20,000 
h. p. 

21. Review of Hydro-Electric Developments and Future 
Possibilities. In spite of her immense water-power resources and 
their strategic location, India has not been able to develop more 
than half a million kilowatts which represent 1*5 percent of her 
water-power potential estimated to be 30-40 million kilowatts. What 
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hampers the hydro-electric developments in India is the seasonal 
character of her rainfall which necessitates the building of costly 
dams to ensure continuous flow of water. Electricity is yofc unknown 
to the common man in India and its supply ib confined mostly to 
urban areas and a few villages. Calcutta and Bombay having i per 
cent of the population of the country consume 50 per cent electricity 
generated in India, and 50 per cent is consumed by the remaining 
99 percent of the population. Canada started developing her 
hydro-electricity three years after the first plant was set up in India* 
But today her installed capacity is 15 times that of ours, of the 
U.S.A. 29 times and that of the U.S.S.R. 45 times. Even compara¬ 
tively small countries like France, Switzerland, Norway, Sweden 
and Japan each has a capacity 5 to 10 times the installed capacity 
in India. India today uses in a year as much electrical energy as 
the U.S.A. generates in a week. Over 42 per cent of this energy is 
used in the cities of Bombay and Calcutta while, if Ahmedabad and 
Kanpur are included, over half of India’s total supply of energy is 
absorbed in four citios containing less than per cent of the popula¬ 
tion of the country 1 2 * . The per capita consumption of electricity is a 
paltry 9*2 k.w. in India as against 1,060 k.w. in the U.S.A., 1,944 
k.w, in Switzerland, 2,100 k.w. in Sweden, 3,090 k.w. m Norway and 
4,000 k. w. in Canda. 8 

The Government of India is now in dead earnest to convert 
our “water into wealth.” A large number of multi-purpose projects 
are now either under construction or in advanced stages of planning. 
They will provide not only electricity but also irrigation, flood 
control navigation, fish culture and recreation facilities and new 
‘places of pilgrimage’. When all these projects have been comple¬ 
ted additional electricity to the tune of 14 million kilowatts will 
become available, and India will rank as the third largest country 
in the world in this respect, next only to the U.S.A. and the 
U.S.S.R. 

The following is the brief summary of new hydro-electric 
developments :— 

The Radcliffe Award threw the Punjab into an industrial 
deluge as most of the industries were situated in West Punjab. Our 
Punjab is without coal or oil. But rapid industrialisation is essen¬ 
tial to place this infant border State on its feet. With this end 
in view, two irrigation cum-hydro-electric schemes are being ex¬ 
pedited, viz., the Nangal Project and the Bhakra Dam Scheme. It 
is a unique and gigantic project. The Nangal Project provides for a 
barrage across the Sutlej at a site about 40 miles from Rupar. The 
first power house is to be located at a distance of 12 miles from the 
barrage where a 98-foot fall will be utilized to generate electricity* 


1. Whittakar, 1948 ed. p. 765* 

2. Central Board of Irrigation’s Leaflet No. 5 Hydro-Electric Development 

in India. 
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Another power plant is to be installed at a distance of six: miles from 
Anandpur. The total power available from the two power houses in 
this stage will be 1,40,000 k.w. It is proposed to add one more Set 
of 24,<&h) k.w. in each of the two power houses, bringing the total 
installed capacity to 1,44,000 k.w* There is a posibility of construct¬ 
ing two more power houses, one at Rupar and the other a few miles 
down the Bhakra canal, each capable of developing 15,000 k.w, firm 
power. This project is expected to take three years to complete and 
is estimated to cost Its, 22 crores. It will irrigate 65 lakh acres in 
the Punjab, P.E P.S.U. and Bikaner. 

The Bhakra Dam site is about eight miles tip the Nangal 
Barrage, The Bhakra power houses will generate 1,80,000 k* w. 
The tail water from these power houses will feed Nangal power 
houses No, 1 and 2. Bhakra Dam project will take about six years 
to complete and is estimated to cost Rs. 70 crores. 

The Nangal Hydel System will supply electricity to 67 towns 
in the Punjab not only for lighting, heating and industrial purposes, 
but also for tube-well irrigation in several areas like Ambala not 
served by canals. This will help in dc-watenng the water-logged 
areas, supply this water in dry tracts and create a proper balance 
between surface irrigation and sub-soil water level. It is also hoped 
that subsequently the trains running between Delhi and Amritsar 
will be electrified : When completed it will provide some 4,00,000 
kwts. of firm hydro-electric power. It is hoped that every hamlet 
in the Punjab and Delhi areas will get electricity. It will also 
accelerate industrial development. 

In the U. P. preliminary explorations have been carried out 
in connection with two ambitions power projects in Garhwal 
District, viz., Marora Dam and Ram Ganga Dam. The former 
envisages the construction of a dam across the river Nayer and will 
generate 200,000 k.w. at Marora Dam and 32,000 k.w. at Byasghat. 
The scheme will cost Rs. 24 crores. The Ram Ganga project will 
have a peak production of 90,000, k.w. and from the tail water 
another 20,000 k.w. It will involve a total cost of Rs, 110.51 lakhs. 
The Sarda Hydro-electric Project in hand at present will generate 
41,400 k.w. and will cost about Rs. 7 crones. The Mohumniadpur 
Powci House, which has been almost completed, has an installed 
capacity of 9,.300 k.w. The Bctwa Power Project is to be developed 
in two stages. The first s f age will consist of a storage dam at 
Pipri on the river Narair i and the power station at Dhukwari cost¬ 
ing Rs. 1.31 crores and generating 2,50U k w. In the second stage 
will be constructed the Singhpura Dam which will cost Rs. 8 crores 
nearly and will take three yeais to complete. It will produce 
4 500 k.w. The Gogra Power Project will generate in two stages 
300,000 k.w. The Kothri Dam Scheme in the Garhwal District is 
expected to produce 5,000 k.w The most important scheme con¬ 
templated is the Pipri Dam and Power Station Project. It comprises 
the construction of a dam across the river Rihand near Pipri in the 
Mirzapur District. The power house will have an installed capacity 
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of 230,000 k w, ; it will involve a total cost of Rs, 29 erores and 
will be completed in six years. Another major scheme is the Jamuna 
Hydro Electric Proj >ct. It will generate 40,000 k.w. in the first 
stage and 50,000 k.w, in second stage with the possibility o# addi¬ 
tional 47,200 k.w. and 72 800 k.w. respectively from May to October. 
The Pindar Hydro-Electric Scheme will generate 40,000 k.w. firm 
power and 50,000 k.w of seasonal power. 

The Kosi Project is the most important project in Bihar. It 
envisages the const] notion of a dam, about 750 feet high, across 
Chalra gorge in Nepal. The power plant at the dam site will 
generate 1.8 million k.w. at 50 p.e. load factor. The approximate 
cost of the entire project will be Rs. 90 erores. 

In Bombay a big hydro-electric project known as the Koyans 
Valley Power Grid is proposed The site is at a distance of 40 miles 
from Karad (M. & S.M. Railway) station in the Satara District. It 
will have one of the biggest generating units in India, viz., more 
than 250,000 k.w. and cost Rs. 25 erores. The Kalinadi Hydro- 
Electric Project, on which work commenced in January 1947 will 
make 350,000 k.w. available. 

In 0. P. and Borar there are four sites for hydro-electric 
development which will be completed in five stages and when 
completed will provide 100,000 k.w of continuous power or 
200,000 k.w. at 50 p.e load factor. The total cost is estimated to be 
Rs. 20 erores. 

In Madras the Pykara plant Extension Third Stage was 
sanctioned in 1946 to meet increased demand for power in the 
Pykara areas as well as the seasonal and emergency deficiencies of 
the Mettur and Papanasam Systems. Tt provides for an installed 
capacity of 212,000 k.w. and the estimated cost is about Rs. 2 erores 
initially and Rs 3.6 erores at the end of the 10th year. The Moyar 
Hydro-elec trio Scheme is designed to utilize *the tail water of 
Pykara Power House. The Ramapadasagar Project and the Kistna 
Power Project will also produce some electricity. 

°/ is8a ^ iere is a plan for the unified development of 
Mahanadi Valley, It comprises of three units, viz. n the Hirakud 
Dam Project, the Tikarpara Dam Project and the No-raj Dam Project. 
Ihe three units can be developed independently and still form in¬ 
tegrated parts of one plan for the w hole basin. The Hirakud Dam 
will halter the wild Mahanadi river’’ by a dam at about nine miles 
upstream of the town of Sambalpur The project will generate 
350,000 k.w. and is estimated to cost Rs. 48 erores nearly. The flow 
of the Mach Kund at Duduma Falls can also be utilized to generate 
100,000 k.w. 

The Damodar Valley Project is the most important scheme in 
West Bengal and will generate 300,000 k.w. It will cost about 
Rs. 55 erores. The Central Government have passed an Act for the 
formation of an autonomous Damodar Valley Corporation. The con- 
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struotion work has already commenced. Besides, there is Jaldboka 
Hydro-electric Scheme having a capacity of 10,000 k.w. in dry 
weather and 17,000 to 33,000 k.w. during the monsoon. This will 
meet all the tea factory loads. 

Besides these major schemes, there are several others which 
are being launched or are under consideration in other parts of the 
country. There are eleven sites in Assam capable of generating up 
to 4 million kilowatts; in Baroda the Zankhari Project with a 
capacity of nearly 2,500 k.w. and the Sabarmati project with 
6,000 k.w., capacity, the Kolar Nadi project of 16,500 k.w. the 
Sind River project (Gwalior) with 16,000 k.w. capacity. Four 
schemes under construction in Hyderabad will supply about 139,000 
k.w., and seven major schemes under investigation >vill be able to 
generate 500,000 k.w. The Jawai Hydro-electric Project (Jodhpur) 
will generate 1,510 k.w. at the canal head and 2,530 k.w. at the canal 
tail. The Jog Power Project (renamed Mahatma Gandhi Hydro¬ 
electric Works) in Mysore will have a capacity of 120,WO k w. ; the 
Bhadra Reservoir Scheme also in (Mysore) 12,680 k.w. The Patiala 
Hydro-electric Project will have a capacity of 16,000 k.w. The 
Chambal Hydro-electric Scheme (Holkar State) will produce 
11,28,000 k.w. continuous besides the power stations at the two pick 
up weirs in Mewar and Kolah, with 68 000 k w. and 56,000 k.w. 
respectively. 

22. A Poor People in a Rich Country. This rapid survey of 
India’s resources is enough to show that Nature has been very 
generous to India-ahnost lavish in some respects. Her biggest gift, 
the Himalayas, are of incalculable economie benefit to us and have 
immense potentialities. The Indo-Gangetic Plain is a perennial 
source of rich and varied crops. The infinite variety of climate can 
enable us to develop a rich economic life Our mineral resources 
are fairly varied and sufficiently rich. Coal may be deficient, but 
water power resources are immense. We have a huge livestock and 
a vast human population. Geographically we are ideally situated. 
India seems to be thus marked out to be one of the most prosperous 
countries of the world. 

But what is the actual position ? Poverty stalks the land, a 
poverty for which there is no parallel in the world. It is nothing 
short of an enigma or a paradox that we should be poor while our 
country is meant to be so rich. Obviously man has failed to take 
full advantage of the gifts of nature. 

It is not proposed to discuss here in detail the problem of 
poverty. But wo can make some general observations in order 
to understand this mystery of poverty in the midst of plenty. 

One thing that strikes us is the criminal waste of our resources. 
We have already seen how our coal resources are being wasted for 
the sake of getting maximum profits. Dr. R. K. Dass, in his book 
Industrial Efficiency of India , has made a detailed study of the 
wastage of our resources. According to his calculation, of the potan- 
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tial arable area, only about 30 per cent is being utilised for produc¬ 
tive purposes and 70 per cent is lying waste. Taking the most liberal 
view, not more than 25 per cent of our forest resources are utilized 
and 75 per cent wasted. The wastage of fisheries has been put at 
two-thirds a year. Production of iron ore is only a little more than 
11 per cent of what it should have been. Wastage of water resources 
amounts to $9 per cent. He concludes that the wastage of natural 
resources of India amounts to 75 per cent. 

Then, there is also wastage of human resources on account of 
ill-health, ignorance, unemployment or under-employment, useless 
motherhood and premature deaths. Out of the total manpower of 
178 million persons (based on 1921 census) consisting ol 92 million 
men and 86 million women, India loses annually the labour or energy 
resources equivalent to 45*9 millions through under-employment, 
32 9 million through ill-health, 2 5 million through useless mother¬ 
hood. In other words, the energy resources of 114 million persons, 
e.e., 64 per cent of the total manpower is annually lost. 

Wastage of capital arises from unproductive investment, from 
immobilization of the capital resources and from imperfect utiliza¬ 
tion of the existing capital resources. This has been estimated at 
66 per cent of our total capital resources. 

The total wastage of the productive factors, viz , land, labour 
and capital, has been put at 69 per cent 1 which is more than two- 
thirds. We are, in other words, utilizing less than one-third of our 
productive power. Ts it- any wonder that we are poor ? 

Causes responsible for this wastage are numerous and complex. 
They lie in our social, economic and political structure. Racial charac¬ 
teristics, ignorance, inexperience and illiteracy all have something 
to do with this state of affairs. 

The absence of economic independence has prevented so far 
the fommlation of policies calculated to exploit our resources on the 
right lines and to the full extent. The policy of laisaez fair , pursued 
by the State in India, considerably affected the development of 
our resources. 

The adverse influence of social conditions is only too apparent. 
The caste system is responsible for the vivisection of our society 
and, by preventing free mobility of labour, fits many round pegs in 
square holes. The joint family system kills individual initiative 
and enterprise and breeds drones, which in its turn, reduces the 
chances of accumulation of capital. The stay-at-home habits 
engendered and encouraged by the system, are responsible for the 
maladjustment of supply of labour to the demand for it. 

The dominance of religion makes the people fatalistic, supersti¬ 
tious and conservative and cuts across the organization of the econo¬ 
mic interests. Religious sentiment also prohibits, in the majority 
of cases, the full economic utilization of our cattle resources. The 

1, R, K. Dass-4T Industrial Efficiency of India, 1930. 
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most important cause has been our political subjection. Now that 
we are free, we shall bo in a position to pursue a correct economic 
policy. But before any tangible results can be achieved, the charac¬ 
ter of our people will have to be rehabilitated from a state in which 
our 150-year-old slavery had landed us in. 
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CHAPTER II 

POPULATION 


1. Importance of the Study of Population. In spite of the 
preoccupations of World War II, India held a census in 1941. 
Financial considerations did not allow the operations to be carried 
out in detail and many important tables were left incomplete ; still 
the very undertaking of the task at such a time shows how very im¬ 
portant it is. It is only recently that scientific study of demo¬ 
graphy has been undertaken and its importance recognized. The 
progress of a country is so much dependent on the people living in it 
that without a proper survey of the different aspects of its popu¬ 
lation, no future plans can be made. India is poor and her poverty 
has no parallel in the world. The per capita income is meagre. The 
standard of living is almost the lowest in the world. Curiosly 
enough, this extreme poverty exists in the midst of great plenty as 
you have read in the last chapter. To remedy this situation a 
thorough and scientific study of Indian economic life is essential. 
But no active remedies can be suggested without a study of the 
people themselves, their numbers, age groups, occupations, diseases, 
ratio between the two sexes, etc. Herein lies the importance of the 
study of the population problems of the country. 

2. Population Statistics The last census was held in 1941 
for combined India. The total population was 388,997,955. The 
total area of India (excluding Burma) was 15,74,000 square miles. 
No census has yet been held after the partition of the country. It 
has, however, been estimated that after division of the country into 
Indian Union and Pakistan the population of the former, includ¬ 
ing Hyderabad and Kashmir, is 318 million, and of the latter 71 
million. The area of the Indian Domiuion is 12,21,000 square miles 
and of Pakistan 3.53,000 square miles. 

Preliminary preparations for holding a full census in India in 
1951 are complete. The mid-year population estimates for 1949, 
though not finalized, tell us that rounded up in millions the popu¬ 
lation figure is 340 1 

3. Increase in Population. During the last 50 years the 
population of India has grown by 110 million as is cdear from the 
table below. 


TABLE I 

POPULATION (IX MILLIONS) 


Total persons 
British Pro\ mi os 
Indian States 


Percentage increase 


1891 

1931 

1941 

since 1891 

279 

338 

389 

39 

213 

2,7 

296 

39 

66 

81 

93 

40 


I. Monthly Statistical Abstract for January-February I960. 
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TABLE II 

Percentage of \ adnti' ns from d°ct de to doende wag as follows «— 

18914901 1903 - HH1 1911-1021 1921-1931 1031.41 

+1 5 +6 7 4 0*9 10*6 +16 

It will be seen that the growth of population from 4ecado to 
decade has been slow and irregular. The factors governing this 
irregularity have been largely sporadic like famines or epidemics. 
Their prevalence has been a restraining influence and their absence 
responsible for a substantial increase. Between 1891 and 1901, the 
twin factors of plague and famine checked a rapid growth in 
numbers while the decade, 1901-1911, experienced a fair degree of 
agricultural prosperity and so registered a higher increase. The 
prospects of increase in the next decade (1911-1921) were marred by 
influenza which raged in an eoidemic form. But for this calamity, 
which is estimated to have taken a toll of 14 million persons, popu¬ 
lation in India would have considerably increased. The increas0 in 
numbers during the first seven years of this decade was neutralized 
by this disease during the closing years. Since 1921, however, the 
population has increased at a very rapid rate. Nature seems to 
have been lc?ss unkind. Besides the methods of conquering epidemics 
have become more efficient. Better irrigation facilities, too, have 
mitigated famine conditions. Part of the increase may be attri¬ 
buted to the increase in the area of census operations and an im* 
provement in the methods of counting. Even when allowance is 
made for these factors, the actual increase in population seems to 
have been heavy as it carao to no less than 10 6 for every hundred. 
The rate of increase between 1931 and 1941, namely 15 per cent is 
perturbing when we consider the already huge size of our population. 

The increase has, however, not been uniform in all parts of 
Tndia. The census report says : “Rates are noticeably higher in the 
north than in the south and have two extreme peaks in the extreme 
west and north-west and in the east. In fact, we have in the Punjab 
and Eastern Bengal (Pakistan) two swarming areas. Both are com¬ 
paratively young from the habitation point of view.” 1 

Let us examine r he causes that are responsible for the rapid 
growth of numbers during the last 20 years or so. 

4 Causes of the Great Increase. The causes of the great 
increase in population may be summarized as follows : — 

(a) The new irrigation schemes in the Punjab threw open con¬ 
siderable semi-desert areas to new' colonization. The process started 
from almost zero, and is still going on at speed. The same was the 
case in the XJJS.A. and Canada when the human tide first flowed in 
from Europe. The new colonies in Bikaner attracted the Sikh farmer 
who has been responsible for a 40 per cent increase. Bahawalpur 
fared similarly. In Western Bengal too with increased agricultural 
capacity the numbers multiplied rapidly. 

1. Census of India Report 1941, Vol, 1, p. 28, 
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(6) The 1931 census figures were low as the census was taken 
during a period of political disturbances. The Civil Disobedience 
campaign was responsible for leaving many persons unregistered. 
The leakage was the greatest in North India. All that slack was, 
however, caught up in 1941, with a consequent increase in numbers 
in North India, 

(c) In 1941, the country as a whole was census-conscious and 
no one wanted to bo missed in the count. In fact, it has been 
suspected that misjudged communal enthusiasm vitiated enumera¬ 
tion. Exaggerated figuies were supplied in certain urban areas. 
To correct these wrong figures house-lists were used for com¬ 
parative corroboration and “sound enough results were obtained” 
according to the Census Commissioner, though there is much room 
for doubt. 

(d) There is no doubt that the number of hospitals, doctors 
and nurses in India is small and, consideriing the vast area and the 
huge population of the country, the arrangements for medical aid 
are very meagre ; yet there is no doubt that during these years the 
facilities for such aid greatly increased. As a result, while the 
birth-rate remained steady at 33 per 1000, tho death rate went down 
from 31 per 1000 in 1920 to 21 per 1000 in 1940. Besides, the 
mortality from epidemics like cholera, small-pox and plague also de¬ 
creased. Infant mortality figures also show a marked fall from 195 
per 1000 in 1920 to 160 in 1940. 

Obviously these factors are all responsible for the heavy in¬ 
crease in population. 

5. A Study in Density of Population. The number of 
persons per square mile vanes from vState to State. We find such 
extreme variations as Baluchistan with 11 persons per square mile 
and Bengal with as many as 779, There are several factors res¬ 
ponsible for these variations. 

Density is governed, in the first place , by climate. A healthy 
climate attracts more people and maintains larger numbers. If 
climate happens to be unfavourable, as in Assam, the density will 
be very low. 

*< 

Secondly, apart from tho effect of climate on health, the 
density of population in India, as in other countries, is mainly con¬ 
trolled by the distribution of rainfall. If rain is adequate, timely 
and evenly distributed, it will be highly conducive to the growth of 
cereal crops like rice. As rice is a prolific crop it can support a high 
density of population. But rainfall is not the only determining 
factor. In Himalayan areas like Dehra Dun, Almora and Simla, the 
rainfall is ample and varies between 60 and 85 inches in the year yet 
the numbers per square mile are very few. Similarly in Assam 
where the rainfall is plentiful, the density is only 186. The same 
is true of Kashmir which has a density of only 49. It is seen that 
relief of land also plays an important part in density of population. 
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Regions which havo a heavy rainfall but have a mountain surface 
covered with jungles are not important producers of rice. Obviously 
no single factor can explain vnr ations in density. It is only a 
happy combination of several factors which makes for a higher 
density. 

Thirdly , it is seen that irrigation facilities which stabilize agri¬ 
cultural conditions lead to denser population. The canal colonies 
in the Punjab are much more densely populated than some of the 
oiher districts. 

Fourthly , intense economic* development leads to dense popu¬ 
lation and the absence of it accounts for sparse population. Un¬ 
doubtedly the number of people that <\m be maintained in the 
pastoral stage is very small. In the agricultural stage larger numbers 
can be $ux>ported. But in the industrial stage, there is room for 
many moie people It is well known that all centres of trade and 
industry are usually densely populated. The higher density in 
Bengal is partly due to this factor while me lower density in the 
Punjab *s due to the agricultural chara *ter of the province. 

Fifthly , *he nature of the soil also makes a difference. Regions 
of sandy soil show a lower density as compared with fertile areas. 
Rajputana, for instance, is very sparsely populated. 

Sixthly, perhaps the most important single factor having a 
bearing on density is the configuration of the area. It is the shape 
of the surface of the earth which largely explains variations in 
density. The hilly and mountainous tracts m the north-east or 
north-west of India are less densely populated, than the level plains 
of the Punjab, and the U P. Level tracts afford greater facilities for 
economic activity and yield more fruit India is mainly an agricuL 
tural country and density varies with agricultural conditions 

Seventhly , security of life and property is partly responsible for 
the number of people living in an area. In tribal areas and in tracts 
bordering on jungles, the density is comparatively low. 

Finally , inter-Statc variations in density are due to inertia. 
People cling to their native land even though the prospects of living 
may be brighter in other provinces where customs and language 
are different. 

6* Density in India Compared with Foreign Countries : If 

we compare the density of population in India with some other 
countries, like the U.K., there seems to be no cause for alarm. 

TABLE III 


DENSITY PER SQUARE MILE IN SOME COUNTRIES 



Density 

Year 

U. K* 

6H5 % 


Bolgmm .** 

654 

1931 

Japan **• 

352 1 


Qermany 

... 443 J 


British India {excluding States) 

341 

mi 
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Countries in i he above group are industrial countries and can 
easily maintain heavy numbers. When, however, we compare India 
with countries having an agricultural economy, we feel cone erned, at 
the seriousness of the problem- 


TABLE III (Contd.) 




Density. 

Year 

France 

# ♦ • 

184) 


U 8 A. 

New Zealand 

... 

41 ' 

12 f 

1931 

Egypt 

... 

34 J 

1941 

India 

... 

246 


In the group consisting of mainly agricultural countries the 
density is the greatest in India With increasing numbers the 
pressure on the soil has greatly increased The agricultural resources 
of the country have not expanded in proportion Between 1901 and 
1941 the population increased by 32 per cent while the cultivated 
araa increased by 13 per cent only and the area under food crops 
during the same 40 years increased by a bare 5 3 per cent. During 
the war of 1939-45 when India was cut off from Burma and 
Australia, she had to face such a dearth of food that severe famine 
conditions prevailed in deficit areas like Bengal. In post-war years 
India has had to import huge quant ities of food-grains which have 
resulted in annual deficits in balance of payments 

7. Is There any Connection Between Density of Population 
and the Level of Prosperity in a Country ? From Table III above 
it would appear that so far as density is concerned, we are in the 
company of rich and prosperous countries like the U. K , Belgium, 
Germany and Japan Like them we show a very high density of 
population per square mile. From this one might conclude that 
there is a connection between high density and prosperity. It may 
be argued that a large number of intelligent, industrious and re¬ 
sourceful people will certainly develop the resources of a country to 
its best advantage and contribute to its material prosperity. The 
oigumcnt seems plausible. But it is fallacious. If a cauntry is 
densely populated it docs not necessarily follow that it must be 
prosperous The same density docs not indicate the same level of 
economic prosperity The United States,—admittedly the richest 
country in the world-has got a very low density of 41 persons per 
square mile. New Zealanders are fairly rich, yet their density is as 
low as 12. The UK., with a high density and the U.S A. with a low 
density enjoy nearly the same standard of prosperity Thus there is 
no necessary connection between density and prosperity. Of all agri¬ 
cultural countries wo have the highest density. But far from indi¬ 
cating a larger measure of prosperity, this density is actually a cause 
for alarm. 


1 Gian Chand— IttdtQ'n Tummy M id tom . Chapter Vllh 







POPULATION 


M 

8* The Problem of Urbanization. In 1921 10-2 per cent ol* our 
people lived in towns, in 1931 11 per cent, while in 1941 12<8 per 
cent were found in urban areas. After the partition, on the basis of 
1041 census figures it is seen that 13*6 per cent live in townfe in the 
Indian Dominion (including Hyderabad and Kashmir) and 8 3 per 
cent in Pakistan, Thus about 87 per cent of the people in India 
still live in yillages. The conditions in the West are quite the 
reverse. In Western countries the percentage of urban population 
varies from nearly 52 per eent in France to 80 per cent in England. 

The distribution of population between rural and urban areas 
is highly significant. Economic progress in every country has' been 
marked by a corresponding increase in urban population. The fact 
that a very small proportion of our people lives in urban areas is an 
index of our economic bockwardness. It shows unmistakably that 
we are yet far behind other civilized countries in the development of 
trade, transport and industry. It brings home to us our almost 
complete dependence on agriculture and indicates an unbalanced 
economy. 

The rural-urban distribution of population in a country is 
significant from another point of view. It throws light on a people's 
national character. It is well known that persons living in ths 
villages are lethargic, conservative, superstitious and impervious to 
new ideas. Villages are proverbially backwaters of civilization where 
intellect stagnates. Village life acts as a drag on economic progress. 
On the contrary., the inhabitants of cities are alert, industrious and 
resourceful. It is from the cities that all progressive ideas radiate 
and civilization spreads. The fact that we have only a few cities 
shows that the springs of economic grogress are weak. Our huge 
rural population stands in the way of enlightenment and progress. 
A country is what its people make it. A toning up of national 
character is, therefore, essential for economic progress 

These considerations call for a more balanced distribution of 
our population between rural and urban areas. Not only is the pro¬ 
portion of our urban population insignificant, but progress in this 
direction has been very slow. From 10*2 per cent living in urban 
areas in 1921 we have advanced to a bare 12 8 per cent in 1941. It 
seems as if we have been almost stationary in this respect. 

But although the percentage of increase has been slight, yet the 
absolute growth in urbanization is substantial. No doubt the number 
of big cities in India is small. In 1941 there were seven with over 
500,000 persons and only 57 with over 100,000. But between 1921 
and 1941 the number of cities with 50,000 to 100,000 persons went 
up from 65 to 95, those with 10 000 to 20,000 rose from 543 to 733 
and the number of localities with 5,000 to 10,000 increased from 987 
to 3,017. Looked at from this point of view the speed of urbaniza¬ 
tion seems to be quite fast. Urban population increased from 
37 million in 1931 to 50 million in 1941 while rural population in¬ 
creased from 301 million to 339 million during the same period* The 
following are the main causes of this development 
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(а) Industrialization is increasing with greater aggregation < 
numbers in cities. To maintain healthy surroundings and ohe< 
the insidious inroads of infection and disease, it is most essentb 
that local authorities should strictly regulate further house-buildir 
activities and frame plans in time for the expansion of town 
Uncontrolled urbanization would bring misery and suffering tl 
effects of which would be impossible to eradicate. 

(б) City life has great charm for middle-class people. Electr 
light, running water, tram and bus, all play thoir part. Education, 
facilities for boys and gills are another attraction. The librar 
the theatre and the cinema-house have an appeal of their own. 1 
fact, the comforts and amenities of life in big cities are responsibl 
for the increase in their numbers. 

(c) Anti-money lending legislation in the Punjab has played i 
part in denuding the countryside of many educated people who ha> 
flocked to town and city in search of better business. 

Tho Bombay province has the largest percentage of peop 
living in towns while Assam has the smallest, with 20 and 2*8 p< 
1 cent, respectively. 

} U. P. has the largest number of cities, with the Punjab rui 

j ning a close second. Bengal has only four big cities ineludm 

l Calcutta. It is not suited for big cities. The Bengalee is not for 

of factory life. In aieas where ('heap hydro-electric power is avai 
able as in West U. P. and East Punjab, greater dispersion of numbej 
? is possible as well as desirable. 

* No doubt countries like U.K., Germany and U.S.A. have mo) 

eople living in urban areas, and India is backward in this respee 
ut there is another side to the picture : India is a tropical coin 
try. Urbanization to the extint which is present in the West is n< 
compatible with her climate. With a bare 12*8 per cent peop 
living in towns, the congestion in some of them is terrible. Tube 
eulosis and venereal diseases are rampant, while epidemics take 
heavier toll in the cities than in the open countryside. 

Unfortunately, as Mr. Yeats, the Chief Census Commissione 
remarks, “This urbanization has all the drawbacks of lack of contr< 
and general squalor”. Approaches to every big city are hideous 
Thousands of homeless squatters are found camping in the outskirt 
Brick-kilns are another hideous sight. Lahore “from the air is 
spreading sore.” Delhi with its “ribbon development” along roa< 
going out of the city is even worse. Calcutta is an octopus wit 
more than eight tentacles.” Amritsar presents an ugly, repulsn 
look. 

The slums in big cities like Bombay, Calcutta and Delhi whic 
shelter large numbers of labourers are a clear proof of the lack < 
loresight on the part of governing bodies. The “tenement* 
constructed in some ol them are an effort to improve factoi 
labourers’ residential conditions, but they are neither sufficient n< 
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comfortable, This “slummery” is destructive of both moral and 
physical health of the labourer. 

In India, therefore, we do not advocate piling up of people in 
big cities, blindly following the West. We are anxious not to repeat 
the mistakes of the West. We should have a scientifically planned 
development of our cities so that all evils associated with 
congested areas are prevented from appearing. We should have 
medium-sized, open, airy and healthy towns. What is needed in 
India is the urbanization of the rural and realization of the urban 
centres. 

It is interesting to note that in 1941 — 

94*2 million people lived in villages with less than 500 inhabitants. 
86*06 „ „ , f , „ 500 to 1,000 inhabitants. 

57*4 „ „ „ „ „ 1,000 to 2,000 inhabitants, 

63*4 „ „ „ „ ,, 2,000 to 5,000 inhabitants. 

Thus in all 301 96 millions lived in rural areas. 

9. Distribution According to Occupations. A study of the 
table below shows the occupational distribution of our people and 
gives an idea as to the relative import mce of the various means by 
which our people earned their living in 1931. 



General occupations 


Total 




Percentage 

Percentage 

A. 

Production of raw 

(i) Animal and 




materials 

vegetation 

65-60 y 

65-84 



(«) Minerals 

0-24 j 


B. 

Preparation and 

(%) Industry 

10 38 1 



supply oi material 

(ii) Transport 

i-65 y 

17-56 


substances 

(in) Trade 

5-b3 J 


C. 

Public Administration 





and liberal Arts 


2-86 

2 86 

D. 

Miscellaneous 

{ i ) Persons living on 

their 1 




own income 

•16 




(ii) Domestic service 

7-51 V 

13-74 



(Hi) Insufficiently described 5*03 | 




(tv) Unproductive 

1*04 J 



j We observe that almost 66 per cent of the people depended on 

agriculture while only 10% were engaged in industry and 6 per cent 
in trade in 1931. It has been estimated that the position has not 
materially changed yet. 

Even a casual observer will be struck by the uneven distri¬ 
bution of our people over the various occupations. It simply reflects 
the lopsided nature of our economy. If the economic development 
of the country had taken place in a sufficiently diversified maimer 
the human resources would have shown a more balanced allocation. 

; Less than 3 per cent of the people are engaged in adminis- 

; tration and liberal arts. This shows a high degree of illiteracy and 
intellectual backwardness. A serious effort is needed to strengthen 
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the drive for increasing literacy in the country. The civil adminis¬ 
tration, the police and the army absorb only a little over 1 per cent 
of the population. Even if this proportion is doubled it will not 
solve the problem of middle-class unemployment. In the absence of 
alternative sources of employment, however, it is understandable 
why people fight so hard for the limited number of Government jobs. 

Although 10 # 38 per cent are shown as being engaged in 
industry, only 1*5 per cent are accounted for by organized industry. 
When we know that less than one-fifth of our people are engaged in 
trade, transport) and industry, we find a clue to Indian poverty. 
The majority are doing unremu nerative work, hence poverty is 
inescapable. *Industrialize or •perish' should be our slogan. Re¬ 
habilitation of agriculture alone cannot pull us out of the mire of 
poverty. In fact the most distressing fact about our vocational 
distribution is that an overwhelming number of people are dependent 
on agriculture. Even Bengal, Bihar and Orissa, in spite of having 
developed certain industries, arc predominantly agricultural and so 
are the Punjab and U.P. although a very large proportion of their 
population is returned as industrial labour. India shows the highest 
percentage of people in the w orld as engaged in agriculture and yet 
the pity is that the country is not self-sufficient in food grains and 
has to depend on foreign imports to the extent*of 3 to 4 million tons 
i.e., about 5 to 7 per cent of our tolal requirements. 

Agriculture is admittedly the least remunerative of occupa¬ 
tions. Experience shows that economic progress has always been 
marked by a diminution in the numbers engaged in agriculture and 
by an increase in those engaged in trade, transport and industry. 
In England, for instance, less than 10 per cent of the people depend 
on agriculture. To make matters still worse, Indian agriculture is 
a gamble in rain and is, therefore, always uncertain of success. It 
is subject to the law of diminishing returns. It is a seasonal occu¬ 
pation and subjects our people to enforced idleness for several 
months in the year. Our exclusive dependence on agriculture is an 
index of unbalanced economy and is one of the most important 
causes of poverty. This situation needs immediate rectification. 
Even as long ago as J 880, the Famine Commission issued a warning 
about the dangers latent in this kind of situation. The partition of 
the country has made things worse by taking away from India the 
best canal irrigated lands of West Punjab. 

From decade to decade the vocational distribution has remain¬ 
ed practically the same. There has been no fundamental change in 
this respect during the last 40 years or so. A slight increase is 
observable in the number of persons engaged in transport which is 
due to the development of motor traffic and also in those engaged in 
liberal professions which may be attributed to advance in literacy. 
It is time that w e bestirred ourselves and made vigorous efforts to 
bring about a more even distribution of the people over the Various 
occupations and overcame this economic stagnation. 
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10. Distribution According to Communities* Up to 1931 

census returns were based on religion and were used to denote 
communities. In 1941 a departure was made from the old method 
of enquiry. Caste-sorting on an all-India scale was dropped. The 
Census Beport for 1941 says: “The religious returns of previous 
censuses so far as they relate to the tribes are worthless. 1 ’ No one 
pan explain the meaning of the word 'religion 1 to an ordinary 
member of a tribe. The enumerator in the past put down a person 
as Hindu if he was not a Christian or a Muslim. Even an anthro¬ 
pologist could not determine how far a tribesman was assimilated in 
Hinduism. Hence in 1941 a more scientific basis for community 
enumeration was adopted. The comparative communal figures for 
different censuses are given below :— 

TABLE IV 


PERCENTAGE OF DIFFERENT COMMUNITIES IN INDIA 


Year 

Hindus 

Muslims 

Christians 

Jains 

ftjkha 

Tribes 

Others 

1931 

68-2 

2 M 

1*8 

*4 

1*2 

2*4 

3*9 

1941 

65-9 

23*8 

1*6 

*4 

1*5 

6*6 

0*2 


Thus one could say that out of every 100 persons in India, 06 
w ereHindus, 24 Muslims, 7 tribesmen, and out of the rest half Sikhs 
and half Christians. Hindus arc in a majority in the South and 
centre of India, while Muslims are predominant in the N.-W.F.P., 
Kashmir, Baluchistan, Sind, the Punjab and Bengal. The Sikhs are 
confined to the Punjab with just a scattering in other provinces. 
Tribesmen are mostly found in Assam, Bihar and Orissa. The 
Christian element is stronger in Madras than elsewhere. 

The partition of India into the Indian Union and Pakistan has 
greatly reduced the importance of communal distribution of popu¬ 
lation. Pakistan is a Muslim State while the Indian Union is a 
secular one and gives no special preference to any community. It is 
a matter for congratulation that the ideals of separatism as 
propagated by the Muslim League have died out in the Indian Union. 
Hence the old interest in communal distribution of p jpulation has 
died out. 

11. Sex Ratio. It is a well-known fact that generally more 
males are born than females, the ratio being 108 to 100. In foreign 
countries more males die off, thus leaving an ^excess of female 
6hildren to grow up into women. In India, too, the number of 
males born is greater than that of females. Organically the females 
sex is stronger. Some time ago the League of Nations published 
very informative data on the expectation of life in 30 important 
countries. 1 It is seen that at all ages, the expectation of life for 
women is greater than for men in all countries except India up to the 
age of 40, where mortality among women during the child-bearing 
age is particularly high. In India, as in other countries, up to the 
age of 12 the mortality of female children is less than that of male 

l. league of Nations* Monthly Bulletin for December 1944, 
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children. It is after the age of 12 and up to the age of 45, the 
child-bearing age, that huge numbers of women are cut off, thus 
reducing the ratio of females to males in India and creating a 
problem exactly the reverse of that in the West. 1 2 Early marriage, 
purdah and the lack of trained midwives are equally conducive to 
the greater mortality of women. Pernicious anaemia, consumption 
and uterine diseases, too, take their heavy toll. Extreme poverty 
does not permit poor women to have sufficient rest before and after 
child-birth, thus hastening them into the grave. Conditions of life 
are definitely harder for women than men in India and this has 
resulted in a progressive decline in the proportion of females to 
iftales from decade to decade. The following table clearly brings out 
this alarming condition of affairs : — 

Table V 

NUMBER OF FEMALES IN INDIA TO EVERY 1,000 MALES 

Number of Females 


1911 

... 

... 

954 

1921 

... 

... 

946 

1931 

... 

... 

940 

1941 

... 

... 

935 


Woman is held cheap in India and her health and diet are 
deliberately neglected even in upper class families. This deliberate 
neglect may be styled “indirect infanticide.’' Among the major 
provinces, the Punjab has the least number of females—only 847 
per 1,000. Madras and Orissa are the only two provinces with more 
females than males, but the ratio of females in these also has fallen 
in 1941 as compared with 1931. 

FEVALES FEE 3,000 MALES 


1931 1941 

Madras ... ... ... 1,021 1,009 

Orissa . 1,087 1,069 

Maternal mortality is the most important cause of fewer females 
in India. Three specific inquiries were conducted by medical men 
in Madras, Calcutta and Bombay recently which yielded figures of 
16*6, 24*4 and 8 9 deaths per 1,000 child-births. The rang© is rather 
too wide. Sir,John Mcgaw’s village inquiry of 1933 gave a maternal 
mortality figure of 24 5. The Public Health Commissioner for India 
makes a tentative suggestion of 20 deaths per 1,000 child-births for 
India. The latest figure for England and Wales is 2 9*. The great 
difference between India and England shows the gravity of condi¬ 
tions in the former and the great leeway to be made up. 

1. P. K. Wattttl —Population Problem of India . 

2. Mr. Yeats—Census Report, 1941, VoL I,p. 24. 
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12. Expectation of Life. A child born in India expects to 
live a much shorter life than one born in other countries, Elsewhere 
the average span of life has greatly improved, while in India the 
improvement has been next to nothing. The main reason is that 
the standard of living has not risen. The low level of nutrition is 
responsible for the low expectation of life. Not only is the food 
insufficient in quantity, it is also poor in quality, lacking as it does in 
salts and vitamins. Comparative figures of life-expectation in 
several countries as given below form an interesting study : — 

TABLE VI 

EXPECTATION OF LIFE 

New Zealand ... 67 (1934-38) U.S.A. - ... 65 (1940-41) 

Britain ... 62 (1937) U.S.S.R. (Europe) 44 (1926-27) 

Japan ... 48 (1935-30) British India ... 27 (1931) 

A steady increase in longevity in England from 44*13 
in 1891 to 55*62 in 1931 and 62 in 1937 reflects the rise in the 
standard of living and 'improvement in medical facilities. Figures 
collected by the League of Nations show that in all important coun¬ 
tries of the world people expect to live longer than in India 1 . That 
the expectation of life is so short in India is largely due to infant and 
maternal mortality. With a reduction in the havoc caused by these, 
the expected span of life should become greater, but it can never 
reach western standards until our standard of living rises. 

The present short expectation of life in India can only mean 
that the labour and expense of bringing up human life do not yield 
a proportionate return. People are snatched away in the prime of 
of life when they start making a contribution to the welfare of 
the community. Deprived of such rich lives India is bound to 
be poor. 

Another peculiarity of Indian conditions is that the expectation 
of life for females is even lower than for males, being 26*56 against 
26*91 while in the U.S A it is 68*Pl for females as compared with 
63*65 for males. Similarly in other foreign countries the expecta¬ 
tion of life for females is invariably greater than for males. There 
has been a little improvement in the longevity of life in Tndia from 
23 63 years in 1881 to about 27 years in 19K1 not as the result of 
improved nutrition but of better public health service. 

13- Age Groups. The age composition of a country’s population 
can be represented in the form of a pyramid, the base representing 
the children bo*n. All the children born do not survive. As we go 
up the pyranvd, the numbers are cut down so that the pyramid be¬ 
comes narrower and narrower towards the top. The dimensions and 
the actual shape of the pyramid reflect the survival rate in the 
country. India has got the highest birth rate and the highest death- 
rate in the world. The Indian pyramid, therefore, has got a very 
broad base and a sharp tapering top. 


b League of Nations’ Monthly Bulletin for J.)ee ember 1941, 
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A study of the age distribution in India reveals that India has 
a veiy large number of children but few old men and women. Very 
few people survive after 50. Thus all their experience is lost to the 
country. In Europe a man goes on working till the age of $0 or 65, 
while in India he retires at 55 from Government service. The ordinary 
course of productive life in India is much shorter, 15 to 50, while in 
the West, it is much larger, 15 to 65. Thus the proportion of 
effective population in India is much smaller. 

14. Birth and Death Rates. India leads the world both in 
births and deaths as is shown by Table VII below. The large 
number of births is due to the universality of marriage and the high 
fertility per marriage The people are illiterate, ignorant and super¬ 
stitious They are incapable of exercising any conscious check 
on the growth of their families. They hanker for children in any 
number, provided they are males. Their standard of living is so 
low that the increase in the size of the family causes little financial 
worry. But if more come, more die too. The high degree of infant 
mortality, 109 per 1,000 live births in 3944, is due to early mar- 
riages, ignorant motherhood, defective midwifery arrangements, in¬ 
sufficiency of milk supply and the practice of drugging the child, 
iemale infanticide was also prevalent at one time. Appalling poverty 
and widespread and ever-recurring epidemics mercilessly cut down 
numbers. A great deal of the labour of motherhood goes in vain. 

While the birth-rate in India was practically steady at 32 
per 1,000 till 1940, the death-rate fell to 22 from 31 in 1920. Since 
1940, however, both birth and death-rates have tended to fall as is 
clear from Table VIII below. Prof. Gyan Chand, however, believes 
that due to the lack of reliable statistics in the villages these figures 
are too low and he puts them at 48 and 33, respectively.* Compared 
with countries in the West these figures are very high and speak of 
the terrible waste of human life and energy in this country as is 
shown by the table below. 

TABLE VII 

BIRTH AND DEATH-RATES IN 1940. 


Country 


Birth-rate 

Death-rate 

Holland 

• • 

23 

9 

U. K. 

• a »•» 

17 

12 

Germany 


17 

11 

Italy 


27 

14 

France 


18 

16 

India 


33 

22 


With the progressive fall in infant and maternal mortality, a 
downward trend of the cholera and plague deaths, a falling death- 
rate and a steady birth-rate-as shown by the table below, there 
was bound to be a greater increase in population in the last decade. 
This fall in the death-rate has created in addition a potential for a 
further increase in population. 

1. Infant mortality rates for the Indian Dominion are 146 and 131 in 
1947 and 1948 respectively. 

2, Gyan Chand —Timing MiUionq. 
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BIRTH AND DEATH RATES* 1 


Period 

Birth-rate 
per 1,000 

Death-rate 
per 1,000 

Net Birth-rate 
per 1,000 

1901-10 

38 

34 

4 

1911-20 

37 

34 

3 

1921-HO 

35 

26 

9 

1931-40 

34 

23 

11 

1941 

32 

22 

10 

1942 

29 

21 

5 

1943 

26 

23 

3 

1944 

25*8 

24*5 

1 3 

1945 

28 

22 

0 

1940 

29 

19 

fo 1 

1947 

27 

20 

7 a 

1948 

25 

17 

8 

1949 

20 

16 

10 


A study of the birth and death-rate tables for England and 
Wales tells us that there was a time-lag of about 20 years between 
the downward trend of death-ral e and a similar movement in birth¬ 
rate in that country. Death-rates started falling in India in the 
decade 1921-31. It would not, therefore, be unreasonable to expect 
a similar fall in birth-rate too, which is apparent in 1941 to continue. 
Prof. KarvJ* in his hand-book on Indian population, points out that 
the real fall in net birth-rate commenced in England half a century 
after the gross birth-rate started falling. He, therefore, fears that 
India may have ahead of it an immediate period of even higher 
numbers, if famine and epidemics do not interfere. According to 
Mr. S. Swaroop, Statistical Assistant in the office of the Director- 
General of Indian Medical Services, the fall in infant mortality rate 
from 195 in 1920 to 160 in 1940 will result in a substantial addition 
of 6*5 and 11 million souls in 1951 and 1961, respectively, even if the 
death-rate falls no further. 


15. Net Reproduction Rate. Unfortunately too much attention 
is usually paid to crude rates of birth, death and increase and to 
grand totals in books on Indian population. Since R.R. Kuezynski’s 
method of calculating future population growths has been introduced 
we are in a position to have a better idea of the effect of births and 
deaths on future numbers. His method is the calculation of the Net 
Reproduction Rate and is a very simple concept, at the same time 
reliable. The rate is calculated on the basis of fertility and mortality 
^hich are assumed to remain constant. We find out the probable 
number of female children bom to 1,000 women during their repro¬ 
ductive period, which is taken to be 15 to 45 in India, and to correct 
the result by means of mortality tables. Obviously a net rate of 


1 . 

2 . 


Excluding Eastern Pakistan. 
For Indian Dominion only, 

-- WW A*** & 
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1,000 female children for 1,000 mothers will just maintain the popu¬ 
lation at its present level. A difference either way will show an 
increase or decrease in future numbers. 

Our difficulty is that we have not got correct data to estimate 
the net reproduction rate for India. An attempt has been made to 
work out this rate for India in the report on population by the sub¬ 
committee appointed by the National Planning Committee. “The 
total number of girls born to 1,000 women in India passing through 
child-bearing age would be 4,542, but since according to tin* life-table, 
out of 1,000 live-born females only 524 females are found to be living 
at the age of say 20 and thereabouts, total fertility is reduced by 
mortality from 4,542 to 1,762. A thousand mothers would be replaced 
by 1,762 new-born girls. Of these 308 would be widows and unmarried 
females. Thus 1,000 mothers would give birth to 1,454 future 
mothershnd the net reproduction rate lor India will be 1454,” 1 
compared with Japan’s 1*405 and Russia’s 1*70. 

Prof. Brij Narain also calculates the gross and net reproduction 
rates from the Census Report of 1041. He takes the reproductive 
age to be between 15 and 50 and estimates a gross reproduction rate 
of 2*65 and a net reproduction rate of 1*19 for India. 

We may, then, conclude that ours is no doubt a growing popu¬ 
lation but certainly not at the terrible rate prophesied by some 
people. Even the net reproduction rate of 1 454 compares with 
some foreign countries as below :— 


Russia 

192S 

1*70 

Japan 

192 f> 

i *495 

India 

1931 

1*454 

Italy 

1921-22 

1 '40 

England and Wales 

1921 

1 0S7 

France 

1933 

0*82 


16. Migration. ( a) Emigration. In the history of Europe 
emigration has played a major part. It has been estirmited by a 
German economist that during the period of 400 years since 
America was discovered, no lehs than 105 million people have emig¬ 
rated from Europe and that in the J9th eentury alone 31 million 
emigrated to America and elsewhere. Between 1850 and 1900 U.K. 
lost no less than 15 million people in this way. 2 

Emigration has played an insignificant part in the movements 
of Indian population. Site has ordinarily less than three million 
people resident in other parts of the commonwealth and only 
about 100,000 m foreign countries like Dutch East Indies, Dutch 
Guiana, Madagascar, U.S.A. etc. Ceylon, Burma and Malaya have 
as many as two millions out of the three in the British Empire. 8 
Essentially the Indian is home-loving and is chary of leaving the 
place of his birth. 


X. N. P C. Senes- Population , pp. 29 31. 

2. The Economic Problem of /nJia—RnmaHWftmy, p. 45. 

3. C t The Indian Year ftook, 1941*42, p. 933. 



POPULATION 


43 


Most of the emigrants from India are manual workers who are 
either indentured or have gone out under a special system 
of recruitment. The rest are either business men or artisans who 
have voluntarily gone out to improve their lot in life. In spite of 
the great increase in population in the last decade, emigration has 
not served to relieve pressure. One reason why the Indians do not 
go out in large numbers is that they are not tolerated abroad. The 
recent Pegging Legislation in South Africa is a case in point. The 
standard of living in the Dominions is higher than that of the 
Indian immigrants, hence the restrictions on their entry and the 
segregation of those already settled, This is most unfair and 
since India became free she has been fighting hard in the U. N. 0, 
to have this discrimination removed but without success. There are 
many parts of the Commonwealth like British Guiana and 
Africa where the density of population is low and which are 
peculiarly suited to Indians. Schemes of emigration from India to 
such places could be taken in hand with success if the colour bar 
were given up. 

(h) Migration within India is small on the whole, but plays an 
important part in the economy of certain areas. The tea gardens 
in Assam import all their labour from Bihar, Madras and C.P, while 
the fertile lands in the Brahmaputra valley have attracted settlers 
from Mymensingh and East Bengal. 1 The tea estate labour in 
Assam is now secured under fixed conditions and is well looked 
after. The Bengali is as a rule averse to work in the mines. Hence 
most of the industrial work in Bengal is done by immigrants from 
Bihar, Orissa and East U. P. Bombay, too, gets most of its labour 
from outside. The Punjab and U.P. on one side, and Hyderabad 
and Madras on the other, are major contributors. The stalwart 
Punjabi is ubiquitous and is found almost everywhere working as 
a technician, a taxi-driver or a policeman. 

Recently, as a result of the partition of India, migration of 
population has taken place on a vast scale ; Hindus and Sikhs 
coming to India and Muslims going to Pakistan. But this was an 
extraordinary happening and is tstill in motion. Ordinarily 
labourers move from the village to the city to work >n factories or 
as domestic servants, but they have always the idea to go back 

17. Public Health The Indian is largely uneducated. Ho 
knows little about the laws of sanitation and health The climate 
of the country is favourable to the spre id of disease* not known in 
temperate areas. It has been rightly said that India is one of the 
greatest cesspools of infection for plague, cholera, smallpox, malaria 
and dysentery. Intestinal w r orms also play their insidious part m 
undermining the health of the villager. Tuberculosis works untold 
havoc. The Royal Commission on Agriculture deplored : *‘Malaria 
slays its thousands and lowers the economic efficiency of hundreds of 
thousands.” Malaria is the largest public health problem in India. 


L Onaus Report, 1941, Vol. I. 
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Deaths from this disease number about a million, and the number of 
cases is about 100 million per year. 

India has very few areas free of malaria. Until and unless the 
common man is educated and declares total war on the mosquito, 
malaria will take its yearly toll. Mere government effort will not 
be effective. One of the most important aspects of the Rural Uplift 
Campaign should be the destruction of the mosquito. Fever is not 
something to which the Indian is born and which must be borne. 
Its root cause, the mosquito, can and must be decimated. 

18. Marriage in India. Marriage is universal in India. 
Religion advocates it. Social customs enjoin it. A Hindu cannot 
aspire to salvation until he has a male issue to perform his funeral 
rites. No considerations of future poverty restrict marriage—a wife 
is a cook, a drudge and a mate. A child is not a burden but an 
asset as he starts paying his way at an early age The 1931 census 
figures indicate that 47 per cent males and 49 per cent females were 
married. These figures are the highest for any country in the world. 
Nobody, to whichever community he belongs, abstains from marriage 
if he can possibly help it. 

Child marriage. Another important feature of Indian society 
is early marriage. The Sarda Act fixes the ago of marriage for girls 
at 14 but even this early age is well in advance of public opinion. 
Child marriage works havoc with health and physique and as a 
Census Superintendent feelingly remarked: “Thousands of child- 
wives march from the nuptial bed to the funeral pyre. There 
is now a tendency towards postponement of marriage in better-class 
families, but more for males than females. 

There is a very large number of widows in India-more than 9 
million -between the ages of 15 and 40. Hindus have 124 widows, 
aged 15 to 40, per 1,000 ; while Muslims have only 91. Amongst 
Hindus, widow remarriage is prohibited by religion. It serves as a 
check on the growth of numbers among Hindus. This is one reason 
why the rate of growth is greater among Muslims and tribal people. 

19. The Population Problem in the West. Before the war of 

1939-45 and more so during it, the nations in the West tried to 
increase numbers. English philosophers 1 have been visualizing with 
dread a time when a child will be a rare sight. The French have 
been offering concessions in education, taxation and railway fares 
for larger families, but with little success. “Too few babies” was 
diagnosed by M. Petajn as one of the causes ot the debacle in 
France in 1940. Hitler adopted well-known totalitarian methods to 
increase a falling birth rate and skilfully mixed persuasion and 
compulsion. Mussolini exhorted the Italians to reach the 60 
million mark. Abortion and birth-control propaganda were penalized 
tod a deliberate pro-natalist policy followed. Mother and child 

1. G.F. McCteary in the Menace of British Depopulation, W B. Reddaway 
in Economics of a Declining Population and P.V, Qla^s in Population, Politic* 
qnd Movements in Europe, 
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days were celebrated and prizes awarded for bigger families. It 
-was emphasised that with a falling population a country did not 
create an empire but became a colony. 

All these European Powers were anxious to have more numbers 
in spite of the fact that they had increased considerably between 
1870 and 1930, certainly much more than India, as is shown by the 
following table :— 

TABLE XII 


Country 

Population in 

millions 

Increase per cent during 


1870 

1930 

60 years 

Germany 

41 

64 

56 

Italy 

27 

41 

52 

France 

37 

40 

8 

England and Wales 23 

40 

74 

Europe 

... 308 

506 

64 

India 

... 265 

353 

33 


In spite of the decimation caused by World War I, the popular 
tion of all Western countries, except France, increased between 1911 
and 1921 at a much higher rate than that of India which was not 
directly concerned with the war. 

Malthus has been proved a false prophet—at least so far as 
Europe is concerned. Its population has increased, not in a geome* 
trical progression, but steadily and a further increase is anxiously 
sought after. At the same time the processes of material progress 
have been accelerated There is more wealth and prosperity in 
Europe today than there w T as a hundred ^ears back. Public health 
measures have put positive checks on population at arm’s length. 
Famines and epidemics are memories of the past in Europe. The 
standards of life have shot up and man has refused to breed at 
previous rates and in numbers desired by the rulers. As a conse¬ 
quence there are fears that industrially advanced countries will not 
be able to keep up their numbers. The net reproduction rate 
in France, U.K., Germany, Sweden and Austrians less than one. 

Dr. Kuckzynskfs researches also show a declining fertility in 
all highly industrialized countries in Europe Dr. Charles proves 
the existence of similar conditions in Australia. He concludes, 
“Whatever changes in mortality ensue, nothing can arrest a con¬ 
tinuous decline of the population m Britain and elsewhere.” This * 
decline in Britain is not due to adversity, nor is there any evidence 
of an increase in physical sterility. According to Prof. Harrod 
there are two main causes for this decline in Britain :— 

(1) The high level of prosperity and well-being that man has 
achieved for himself Parents often prefer to go in for a Baby Austin 
rather than a human baby, as the latter adds to their economic 
liability, the former to their pleasure and comfort. 

(2) The use of efficient contraceptives. Mothers in old times 
had a raw deal. Those who went through the trials and tribulations 
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of having large families were worse off in health and wealth than 
their friends who avoided this service for society. Hence the iaven* 
tion of efficient contraceptives induced them to throw in their lot 
with the better-dressed and botter-fed. 1 

20. The Population Problem in India. The question is often 
asked whether India is over-populated. In order to be able to 
answer this question we must know what over-population precisely 
means. The idea of over-population is closely connected with the 
concept of optimum population. For every country there is an 
ideal number which it can maintain in reasonable health and efficiency* 
The optimum number is not an absolute number. It is relative to 
the economic resources present in that country and the extent of 
their development. If the resources have not been fully developed 
even a small population may be excessive. If, on the other hand, 
resources are more fully developed a larger population may be 
adequately supported. 

* There is a certain number which can turn the resources of the 
country to her best advantage. If this number were less than the 
optimum, the per capita income would be less than it can be, for the 
number would be insufficient to develop the resources. It is then 
a case of under-population. If, on the other hand, there are too 
many people, the resources would be thinly spread over. Then, too, 
the per capita income would be less than it can be. It would be 
then a case of over-population. It would mean that the number of 
people has exceeded the optimum 

A distinction is sometimes made between a state of over¬ 
population and the tendency to over-population. In the case of a 
state of over-population, the country is already over-populated and 
its per capita income is less than it could be. In this case, therefore, 
any diminution in numbers would lead to an increase in per capita 
income. But if the population of a country increases while the per 
capita income is decreasing, then there is a tendency to over-popula¬ 
tion. In some countries, like India, there may be both a tendency to 
and a state of over-population. Prof. Carr-Sunders has defined over¬ 
population as a state of affairs when there are too many people in 
relation to the total production. ^ 

21. Is India Over-populated ? Let us now see whether India 
is over-populated. I’lifferent views have been expressed on this 
matter. There are some people who think that India is not over- 
populated. It argued in the first place that density of population 
in India is much lower than in most European countries and that 
the natural resources are immense This inference is certainly 
fallacious. Our potential resources are, no doubt, vast but they have 
not been yet thoroughly and adequately exploited. When we want 
to consider whether a country is over-populated we must consider 
not the potential, but the actual resources. Considering our existing 

I. R.F. Harrod Britain's Future Population. Oxford Pamphlet* on Home 
Affair* 
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resources and the extent to which they have been developed, there 
is not the least doubt that even the present lower density is burden¬ 
some. Countries with a higher density are materially more advanced 
and can well maintain larger numbers than we can with our meagrely 
developed resources. There are reasons to believe that the per capita 
income in India would have been higher if our numbers had been 
smaller Large numbers of people earn nothing. If and when, 
however, India produces more food per acre, manufactures 
more goods in her factories at a lower cost and digs more minerals 
and utilises them more efficiently, she will certainly be able to 
maintain a bigger population on a higher standard of living. But it 
will have to be admitted that today she has more numbers than 
slip can properly maintain taking in view the piesent development 
of her industrial and agricultural resources. 

Secondly , it is contended that every successive estimate of our 
national income has shown a per capita increase. How in the face of 
it, it is asked, can there be any over-population in India ? We can 
easily dismiss this argument by pointing out that the increase in per 
capita income would have been much more substantial, if population 
had not increased so rapidly. National income has been increasing 
but population has also been increasing, so that the share of each 
individual is smaller than it would have been. Besides, the improve¬ 
ment is so very small as to be insignificant. 

Thirdly , it is pointed out that India has suffered from scarcity 
of labour. That there should be a scarcity of labour in an over- 
populated country is impossible. But it may be pointed out in reply 
that there is no scarcity of unskilled manual labour but 6nly of 
trained skilled labour. In view of the deplorable lack of facilities 
for training industi ial labour, its sc arcity is not surprising even 
though the country is over-populated. Further, correctly speaking 
the phenomenon of scarcity of labour is now a thing of the past. 
Since the unprecedented economic depression of the 'thirties, few 
industries in India have really experienced any serious shortage of 
labour. What India lacks now is only highly trained personnel. 

There is thus not much in the arguments of those who say that 
India is not over-populated. 

In case we wish to find a positive proof of over-population in 
India, we may appeal to Malthus. Scientists like Darwin have empha¬ 
sized the universality of the law of quick multiplication as applied 
to living organisms. According to Darwin, “Every organic being nat¬ 
urally increases at so high a rate that, if not destroyed, the earth 
would be covered by the progeny of a single pair.” Human beings are 
no exception to this all-pervasive law of procreation. It has been 
estimated that a single couple is capable of producing, at the present 
rate of increase, in 1,750 years, a number equal to the existing world 
populationfsuch is the prolificness of nature, On the ground of such 
observations, Malthus came to the conclusion that unless population is 
checked, it would sooner or later outrun the means of subsistence* 
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We have seen that Malthus has not proved a true prophet so far as 
Western countries are concerned. But the doctrine certainly applies 
to India* 

Besides, if we can but show that population in India has gone 
on increasing unchecked, then, we shall have a strong presumption 
in favour of a state of over-population in India, For this purpose 
we shall have to see to what extent the various checks contemplated 
by Malthus have been in operation. These checks are ; — 

(a) Lower marriage rate , In European countries there is a large 
number of bachelors and spinsters. But in India, as we have seen 
above, marriage is universal. It is a sort of religious faqman and 
social obloquy attaches to an unmarried person. Everybodylfe India, 
therefore, marries either by choice or under social or religious 
injunction. 

(b) Lower fertility per marriage. Universality of marriage need 
not have led to increased population if only fewer children were 
bom per marriage. Lower fertility could be achieved by marrying 
late, through deliberate self-restraint or by the use of contraceptives* 
But marriages take place very early in India except in a few highly 
educated families. Also, far from consciously keeping down numbers, 

the majority of the population are keen on h|i vipg.children and 

actively believe in the doctrine, “He who gives the mouth will also 
supply the food.” Deliberate cheeks to the growth of population are 
thus conspicuous by their absence. 

(c) Infanticide. At one time the practice of female infanticide 
prevailed in India and it might have exercised some check on popu¬ 
lation in those times, But no one in his senses would advocate such 
an ignoble and criminal method of checking population today* All 
social reformers are happy that this black mark from India's face 
has been effaced. 

Thus we see that what Malthus called preventive checks do 
not operate to check population in India. On the other hand, 
positive checks like famine and epidemics have full play and are very 
frequent visitors. That is exactly what Malthus said. He warned 
that if population was not checked by the exercise of preventive 
checks, a country would become over-populated relative to food 
supply and positive checks would step in to cut down numbers. The 
existence of a high birth-rate with a lower death-rate shows that 
the population is rapidly on the increase. Dr. Hutton, the Census 
Commissioner, remarked in 1931 : “Attention has already been 
drawn to the grave increase in the population of this country* The 
actual figure of the increase alone is a little under 34 million, a 
figure approaching equality with that of the total population of 
France or Italy." In a similar vein Mr. talks of the 50 

million increase in the 1931-41 deceanium, an' increase greater 
than the total population of any country in Europe except Germany 
and Russia* Although the percentage increase of 39 between 1891 
and 1941 is not very high and is less than that of England, Germany, 
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Ru$ria, etc., yet the total increase gives a shock. Was not Majthus 
right after all ? The high maternal and infantile mortality rates, 
the short span of expected life, and the low per capita income are 
sufficient indications of the fact that the country is overflowing with 
people* Students of population problems like Dr. Radha Kamal 
Mukerjee, 1 Mr, P. K Wattal 2 and Prof* Gyan Chand 3 are convinced 
that the Indian population is running ahead of food supply* The 
food crisis in Bengal in 194,3 and continuous imports of food grains 
from abroad in recent years dearly prove that India cannot main¬ 
tain the present numbers* No deliberate checks are employed to 
restrict numbers. Marriage is universal. There is chronic unemploy¬ 
ment in the country. All these factors positively point to a state of 
over-population relative to her production. “Fertility and mortality 
in India respond to conditions of agriculture as well as public health 
in a manner unknown in the West. In Western countries the age 
composition is relatively stable and dominated by the net reproduo* 
tion rate, mortality being a negligible factor* In India, on the 
other hand, reproduction is to all intents and purposes unchecked 
by human 4 volition and the condition of harvest leads to sharp 
variations in the minor age-groups.” As a consequence there is 
growing pressure of population on land. Fragmentation and sub¬ 
division are increasing and so is thj£i\mmber of landless labourers. 
There is wide spread existence of mal-and-under-nutrition and 
millions exist on the sub-human level. Hence there are few 
economists who seriously question the contention that India is over- 
populated. 

^122. Remedies Suggested. Let us then concede the fact of 
over-population and examine the various remedies suggested. 

(a) Voluntary Checks. There is no room for doubt that the 
positive checks pictured by Maltlnis do work in India in the absence 
of conscious or preventive checks. As a result of unrestrained pro* 
creation millions obe}' the inexorable law of nature and go “to fatten 
the earth which could not fatten them.” This weeding out is a very 
painful process and brings infinite suffering in its tram. Poverty 
encourages breeding and larger numbers result in greater poverty. 
Thus a vicious circle is set up which has to be broken through at all 
costs to relieve this misery. 

(i) Moral restraint . Further increase in numbers must be 
restrained. With enhanced material progress, a planned utilization 
of natural resources and greater industrialization it would be possi¬ 
ble for India to support a bigger population in the future. To-day, 
however, when we have just started developing industry and agri¬ 
culture, it is essential to cut our coat according to our cloth and to 
exercise a deliberate control on further increase in numbers. ’Jo 


1. Food Planning for 400 Millions. 

2, Presidential address at the All-India Population Congress, 190S, 

3* India’s Teeming Million 

4, K. P. C. Series. “Population* 1 , p. 33, 
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depend on married couples for deliberate j restraint and voluntary 
separation for keeping down numbers is to belie human nature and 
is like relying on a broken stick. Alternative methods will have to 
be found. 

( ii) Artificial Birth-control, The use of contraceptives to 
control births is believed by po me medical men to be harmful to 
nerves. It is also asserted * that a dissemination of knowledge of 
contraceptives will encourage promiscuity and immorality. They 
are further supposed to be beyond the pocket of the poor man. In 
spite of these objections, however, it is essential to open and 
maintain clinics at public expense in order to initiate young married 
couples into the use of birth-control methods. There may be an 
abuse of tli s knowledge in early stages, but the gain from putting 
a stop to the “torrents of babies” Will be far greater than the harm 
done. Theie is no other equally efficacious method to keep families 
within reasonable proportions. Sir Ardeshir Dalai, ex-Member 
for Planning and Development, Government of India, said in a 
speech in Canada on July 18, 1945, that a policy of birth-control 
to raise India's economic production and national income was 
urgently needed. Mrs. Margaret Sanger, the well-known American 
exponent of birth-control, commenting on India’s need for birth- 
control said : “An attempt to raise the standard of living and the 
per capita income of the people of India without corresponding efforts 
to control their fertility would be a complete failure.” Prof. 
Cyan Chand also suggests the reduction of birth-rate in India by 
means of clinics and propaganda agencies until the country is able to 
produce more goods. 

The only cogent objection to the use of contraceptives is that 
the intelligent and strong may use them, leaving the ignorant and 
weak to propagate the species, thus bringing about a deterioration 
in the quality of the race. Such dangers are remote in India, where 
the instinct for offspring is so powerful. It may be asserted that 
mere planning will only lead to a higher birth-rate unless active 
steps are adopted to control numbers. We have learnt the lesson : 
“Plan or Perish.” No activity of life, social or economic, can be 
safely neglected and the Government should, therefore, turn its care¬ 
ful attention to this urgent problem. 

The science of eugenics is in a very early stage. Its applica. 
tion is too unpopular yet, even in advanced countries, to be con¬ 
sidered for India. The individual will not give up his liberty unless 
the State uses coercion. Su6h a step can not be seriously contem- 
plated in the present structure of society in this country. There is 
no harm, however, in contemplating the compulsory castration of 
those suffering from incurable venereal diseases and of those who are 
of unsound mind. 

With the partition of India the chances of consciously checking 
numbers are brighter in the Indian Union. India is a secular State ; 
the struggle for political power on the basis of community and religion 
has ended. Sectional considerations shall not stand in the way of 
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population planning any more. Besides, now that joint electorates 
are being introduced it has become impossible for a my community to 
capture political power through a mere increase in numbers. With 
the spread of education, therefore, will dawn the realisation that un¬ 
restricted multiplication brings no tangible benefit; on the contrary, 
it only results in lower standards of living. This will put a check 
on growth of population. 

(tii) Postponement of Carriage. Early marriages mean more 
births and deaths. Marriage at a later date would mean fewer births, 
no doubt, but also fewer deaths. The postponement of marriage, 
therefore, would not very much serve the purpose of checking the 
increase in numbers, but it would certainty avoid the present loss in 
life and energy. Hence it is desirable for itself. 

(6) Migration. The pros and cons of emigration as a method 
of relief for pressure of population have been considered and it has 
been concluded that so far India is not in a position to benefit from 
it. Indians as a race are being excluded from migrating to other 
countries. There is some hope for internal migration. There 
is some “culturable waste** land left in India after the partition. 
This “waste land” is in the process of being utilized through schemes 
like the Damodar Valley and Bhakra Dam. Plans for a better dis¬ 
tribution of population to correct its present lopsidedness should be 
undertaken for whatever they are worth but unless checks are placed 
on the growth of numbers wc shall soon catch up the increased food 
supply and shall be facing the same problem again. 

A Planned Population. Seeing that neither emigration, nor 
moral restraint is going to be of any use, we must seek the 
help of contraceptives and plan our population in relation to our 
resources. A Planning Commission hair^been>appointed (1950) to 
survey the* economic resources of the country and plan its 
economy. It would be an excellent thing if population is also 
put on the agenda of the Commission. To achieve useful results a 
ten-yearly census report will not be enough. We need comprehensive 
statistics on all aspects of the life of the people collected con¬ 
tinuously. 

A study of the birth and death rates from Census Reports and 
from estimates published in the Statistical Abstract of India, tells us 
that while birth-rates have fallen from 38 per thousand in the decern 
mum, 1991-10, to 26 in 1949, death rates have also shown a steady 
fall from 34 in that decennium to 16 in 1949. Tho fall in these rates 
is a healthy sign but the parallel fall in both birth and death rates 
keeps up the net annual increase in numbers. There is thus no relief 
to the country. Hence it is essential that when plans are drawn up 
to increase production, plans should also be made to restrict 
numbers, for it Bhould be remembered that “over-population and 
underproduction are really two sides of the same problem.** The 
present increase in population is a challenge which can be met only 
by careful planning. 
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✓ Subsidiary Remedies : I. Public Health Measures. A smaller 
but more healthy population is to be preferred to a bigger one which 
is sickly and short-lived. In the beginning, public health measures 
meant to reduce infant and maternal mortality and to checkmate the 
devastating effects of malaria, dysentery, consumption and worms 
will not only bring about an increase in numbers but also add a 
potential for further increase r s they have actually done to some 
extent. Such measures will, however, impiove the quality of the 
population and add to its longevity. 2n the long run they will set at 
work automatic brakes to put a stop to the rapid increase in 
numbers. The problem should be tackled in all its various aspects 
as discussed below. 

(i) Moie Hospitals and Dispensaries. India is very deficient 
in trained doctors and well-equipped hospitals. At present th(r© 
is only one hospital for about 40,000 persons in the urban areas and 
conditions are much worse in the villages. The accommodation for 
indoor patients is very inadequate. Patients have to wait for weeks 
and months before they can find room in good hospitals. A planned 
increase of hospitals is urgently needed. 

Travelling rural dispensaries could do immense good in rural 
areas. Unani , Vedic and Homoeopathic systems should be put on a 
scientific basis and utilized to relieve suffering humanity. 

(n) liesearch. There is urgent need for research in tropical 
diseases. Institutions of the type of the Calcutta School of Tropi¬ 
cal Hygiene could be multiplied with advantage. The results of 
such research should be made available in the form of (hugs and 
medicines manufactured on a mass scale in the country, thus eschew¬ 
ing our dependence on foreign imports as far as possible. 

(Hi) Sanitation. The inculcation of sanitary and hygienic 
habits both in urban and rural areas is most important. The efforts 
of public health authorities will not bear much fruit till the people 
have the will to improve. Intensive propaganda through exhibi¬ 
tions, demonstrations, lectures, magic latern slides and the screen 
will have far-reaching effects in creating the will to impiove. Temp¬ 
ting prizes for sanitation and cleanliness in villages will stimulate 
such efforts. The Bengal scheme of Circle Sanitary Inspectors may 
be considered for all-Jndia adoption with necessary modifications to 
suit circumstances. Trained dais and midwives may be provided in 
villages with subsidies from local and provincial governments. 
Rural Health Leagues with village schoolmasters as nuclei may be 
started. In fact, every weapon available to hand should be put in 
service to ensure an intensive propaganda to reach the remotest 
village, 

(iv) Nutrition . Dr. W. R Aekroyd, Director of the Nutri¬ 
tional Research Laboratory at Conoor, South India, has calculated 
that a working man needs 2,500 calories of energy from the food 
he daily consumes. The present diet of an average Indian is not 
only deficient from the calory point of view but also in respect of 
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animal proteins and vitamins. It needs to be implemented by milk 
and its products and green vegetables to a large extent to maintain 
health and strength. Ignorance and religious prejudices are only 
partly responsible for the poor diet of an Indian. '‘The prime cause 
of half empty stomachs is empty pockets.’* 1 Investigations carried 
out in different places show that as the worker’s income rises he eats 
better food. The coming generations have to be more specially 
looked after and their vitality improved. Municipalities and District 
Boards should try to supply a certain quantity of milk to schoolboys 
in the middle of the day. 

II. Increased Production. The experience of Europe has 
shown that a rise in the standard of living automatically releases 
certain physical and psychological forces which reduce the tendency 
to population growth. Although the rationale of lower fertility has 
not yet been analysed and understood, yet there is no reason to 
believe that the same forces will not work in India as in Europe, 
once the living standards start rising. Population is not a snowball 
that will go on adding to itself till a catastrophe '-tops it. “Once the 
standard itself has become a constantly rising quantity it meets a 
check sooner or later, and then individuals are prone to seek a quali¬ 
tative relief by a quantitative limitation ’ 2 A material betterment 
will produce its natural effect on an individual’s procreative 
tendency. This betterment should be big enough for the average 
individual to take interest in his own future welfare and can 
only come about from a thorough planning of both agriculture and 
industry, . in 

(i) Agriculture . Increase in agricultural production needs all 

kinds of improved irrigation, by canal, tube-well or dam, whichever 
is suited to a locality. It further needs agricultural machinery of 
the type suited to India, not necessarily large-scale machinery used 
in U. 8. A., Canada and Russia with their vast spaces. But heavy 
tractors are urgently needed to bring weed-infested (Kans) lands 
under the plough. An intensive use of chemical fertilizers, rotation 
of crops and dry farming methods would increase the produce per 
acre and enable India to wipe off her present dchciency m rice. 

Provinces in which culturable waste land is available, •*., 

Assam, etc., should have Land Reclamation and Rural Settlement 
Departments as in Italy for agricultural colonization. Hair ana 
stable prices must, however, be guaranteed to the producers throng 
international action, for the ultimate objective is an impiovemen 
in the standard of life of all classes of people including the peasant. 


(ii ) Industry. In spite of the difficulties in the way of imports 
of capital goods, the war enabled Indian industry to develop 

directions. It has been recognized that India should mae , 

needs of processed articles and that U K. should content her 
supplying India with machinery and tools and goods o 
quality not yet possible to manufacture in India. Pro 


7 . Masani, M. n7~ Tour food , Tata Series in Current Affaire, p. 78. 
2 Karve, D. Q.—Economic Studies, p. 134, 
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more goods has become an urgent necessity to-day for another 
reason too, that of checking the spiral of inflation. Full employment, 
a higher standard of living and exports of processed commodities 
will ultimately relieve the pressure of population. A dove-tailing 
of cottage and large scale industry is essential for this purpose. The 
growth (f urbanisation and industrialisation in the West as well as 
Japan tells us that with better standards of life will dawn the re¬ 
cognition of need for a smaller family and a healthy spacing of 
children. 

Ill, Education. Indian masses are uneducated and ignorant. 
The 1931 census literacy figures show India to be the most backward 
of all nations in tins respect. No amount of propaganda from above 
can check numbers unlrbs the impetus comes from the people them¬ 
selves. Population will run up to the increased means of subsis¬ 
tence as long as education and birth-control schemes do not work 
simultaneously. Hence free compulsory primary education along 
with a comprehensive plan for educating adults is essential. The 
scheme of “each one, teach one” should prove very useful here. 
No scholarships and fee concessions should be granted to students 
in colleges till each of them undertakes to make at least two persons 
literate. Russia has worked miracles by a planned system of edu¬ 
cation in a short period of time. For India the 1941 census showed 
a 70 per cent increase in liteiacy over the 1931 figures, 60 per cent 
for males and 150 per coat for females. In a free India with the 
government and people pulling in the same direction there is no 
reason to despair ; for the ball gathers momentum as it travels 
further. Things are bound to improve and brakes will automatically 
apply to the “torrents of babies” visualized by some pessimists. 
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CHAPTER III 

SOCIAL AND RELIGIOUS INSTITUTIONS 

1* The Importance of Social Institutions in Economic Life* 

Economic activities are intimately mixed up with social and cultural 
and cannot be isolated from them. Man’s character is i nfl uenced 
by his everyday activities—religious, social and economic. His 
achievements in the economic field are largely a result of his social 
environments. As Dr. Marshall says ; “The two great forming 
agencies in the world have been the religious and the economic.** 
The industrial and commercial life of a community is thus a 
necessary corollary of its religious and cultural institutions. This 
thing is perhaps more true of India than of most other countries. 
Hence an intensive study of such institutions in India will be 
fruitful. 

2« Religion in India. Religion has always been the dominant 
force in the life of people in India. It has shaped and will continue 
to shape the course of Indian history. There is no aspect of life here 
which has not been coloured and moulded by religion. The differ¬ 
ences of sect and form are like ripples and waves on the surface of 
waters that run deep. There is the same deep water, deep as the 
ocean, of religion in Indian life. 

Very often religion is covered over by ritual and shibboleth, 
the true meanings of which are lost in the mists of time. Sometimes 
it degenerates into an opiate instead of serving as a stimulant for 
morale which is its true purpose. Then it needs reform. Rat one of 
the central elements in Hindu religion has always been the attain¬ 
ment of mastery over “self” through renunciation and penance, This 
is poles apart from the mastery over “matter” which the West has 
inculcated. Scientific and economic developments have brought about 
great material progress in the West but they have neither abolished 
poverty nor made men more happy. On the other hand, “we have 
had the bread-lines in many cities in the shadows of skyscrapers, and 
of storehouses of food bursting because there have been no pur¬ 
chasers.” 1 Mechanization has reduced the need for labourers and 
made many jobless. The gulf between the poor and the rich has 
widened to result in strikes and boycotts. The two recent world wars 
have utterly disillusioned the thoughtful and laid bare the inherent 
weakness of Western materialistic culture. 

Indian religion, and here we refer to Hinduism, has often been 
blamed for its unprogressiveness. The lack of progress on Western 
lines and the absence of a keen struggle for existence on the Western 
scale are alleged to be the results of Hindu spiritualism. Some 
educated persons, specially students at the university stage, have 
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started rejecting religion but this is neither common nor has it 
penetrated to the masses. This critical revolt is serving a healthy 
purpose in that it is moulding Hinduism to changing circumstances 
and relieving it of many irrational inhibitions with which tradition 
and custom have cluttered it. 

It is not Indian spiritualism that is the root cause of pessimism 
and poverty in India. True religion teaches energetic endeavour for 
abetter physical life and not renunoiation. To be in the world, to 
serve it, to earn wealth, to utilize it for the benefit of the many and 
to attain a spiritual destiny —these are the ideals before an 
average Indian. To get the best of both worlds, the physical and 
the absolute, is not an impracticable end from the Indian view¬ 
point. 

The causes of Indian poverty and pessimism are different. 
India is a tropical country with virulent diseases. The span of 
human life is short. Drought, famine and malaria have engendered 
a gloomy outlook. Foreign invasions and alien dorainaton added 
to the depressing effect It is these things that are responsible for 
the hopeless outlook of the masses in India, and not religion. It 
would not be an exaggeration to say that in the future Indian 
religion will serve as a leaven to tone down Western materialism 
and work for the greater contentment and happiness of the whole 
world. 

3 Social Institutions—The Caste System. One of the oldest 
institutions in Indian society is the caste system. Its roots are 
embedded in the hoary past. The tree still flourishes to-day, not with 
its pristine glory, but strongly enough to throw a far-reaching shade. 
The Hindu still largely obeys its taboos and its sanctions. Inter¬ 
marrying between different groups, even inter-dining with members 
of inferior groups, is not permitted. No reasons are advanced but 
there are certain things that are not done. Age-long inhibitions 
stand in the way. T he Imperial Gazetteer of India vividly describes 
the idea : “Birth determines irrevocably the whole course of a man’s 
social and domestic relations and he must through life eat, drink, 
dress, marry and give m marriage in accordance with the usages into 
which he was born 

The same authoritative tome defines caste as a “collection of 
families or groups of families bearing a common name, which usually 
denotes and is associated with a specific occupation, claiming 
common descent fiom a mythical ancestor human or divine; profess¬ 
ing to follow the same calling ; and regarded by those who are 
competent to give an opinion as forming a single homogeneous com¬ 
munity/’ 2 a 

Origin of Caste. Many eminent writers have tried to find how 
cg.ste originated but no scientific conclusion has so far been arrived at. 
Dr. Marshall writes; “In early times when religious, ceremonial, 


I. Vol. T, p. 323. 
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political, military and industrial organizations were intimately con¬ 
nected, and were indeed different sides of the same thing nearly all 
those nations which were leading the van of the world’s progress 
were found to agree in having adopted a more or less strict form of 
caste.” 1 Caste normally developed with the Aryans wherever they 
went and settled : in Greece, Rome and India. Contacts with the 
aboriginal races who were relegated to an inferior position resulted 
in racial discrimination. 

James Mill 2 * believes that caste system developed a,s the result 
of the need for a systematic division of labour. The Brahman and 
the Kshatriya usurped the superior position with the passage of time 
as their functions were more important and, for the same reason, 
their position grew to be hereditary. In the beginning, the castes 
were not so many water-tight compartments and movement from 
one to to the other was possible Later, as vested interests grew 
stronger, caste grew more rigid until it was absolutely impossible 
to cross from one group to another. The four functional caste 
groups came to be teaching and preaching ; administration and 
protection ; agriculture and commerce ; and service and manual 
labour. Their corresponding names are the Brahman, the Kshatriya, 
the Vaish and the Sudra. 

Demerits of Caste. Caste system possessed a great many merits 
when it was initiated but with the growth of vested interests its 
divisions grew rigid and most of its merits vanished. Lack of 
flexibility is responsible for most of its faults. “A caste,” says 
Risely, “is an organism of the lower type : it grows by fission, and 
each step in its growth detracts from its power to advance or even 
to preserve the art which it professes to practice.” 8 Dr. R. Radha- 
krishnan also voices the same opinion. Says ho : “Unfortunately 
th is device to prevent the social organisation from decay ultimately 
prevented it from growing,” 4 

Today caste stands in the way of the economic progress of the 
country. It debars people from taking up professions for which 
they have inborn aptitudes and puts many round pegs in square 
holes. It obstructs the mobility of labour in the country as people 
of higher castes can neither mix nor work with those of inferior ones. 
Caste strikes at the roots of the solidarity of labour, being fissiparous 
in effect. It creates heterogeneous groups in the same factory and 
impedes the growth of strong trade unions which are very desirable 
in a country ambitious of industrialization, for they bring about 
class balance of power and promote industrial peace. 

This crazy “patchwork quilt” with no warmth in it is mainly 
responsible for p flitical disunity in India It has developed a 
superiority complex in the upper castes which has resulted in India’s 

1. M arshall — Principl+6 of Economics , p. 244, 1930 Edit ion. 

2. F' tiler of *)o v n Stuart Mill. 

Bmley —People of India, p. 270. 

4. Indian Philosophy , Vo I. I, p* 113. 
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“Untouchables” generally and her “Unapproachables” In the South* 
After meting out inhuman treatment to the so-called depressed 
classes the average Brahman gives himself a pat on the back and 
feels that he has added to his holiness. The idea of human dignity 
is wholly non-existent. The Hindu agriculturist is averse to the 
use of bone and fish manures on his lands for fear of losing caste 
and being boycotted by the village society. On similar grounds, 
the use of certain kinds of food, like meat, is forbidden for some 
people, thus giving them an unbalanced diet and a weak body. 
Constant inter-marriages in the same small group have brought 
about a deterioration in health and physique. 

Achievements of Caste System The planning of society in the 
past paid less attention to the individual than to the group. Caste 
meant the partial sacrifice of the one in the interests of the many. 
Personal greed and aggrandizement were at a discount while social 
stability was at premium. Caste has been defined by its admirers 
as “ancient time-tested scientific socialism maintaining the balance 
of power between the vocational classes.” 1 2 3 

It was caste which was responsible for the development of an 
autonomous village organization with the Panehayat as the pivot of 
its body politic. The Panchayats have shown great vitality and 
various provincial governments are making efforts to revive them 
in the villages in their pursuit of rural uplift. 

To divide society into groups and initiate a simple division of 
labour was a great brain-wave. It brought method and order out 
of chaos and resulted in great economic advancement. In fact it 
put the Aryans in the van of progressive nations. There was no 
need to find an occupation for a young entrant into life. His place 
was ready the moment he was born. As he grew up he had all the 
opportunity he needed to learn his art m the most sympathetic 
school he could go to—the parental school. He inherited not only 
his father’s property, but all his skill and craft, and passed them 
on to his son in his turn. “Thus was the ancient tradition preserved, 
social tranquillity safeguarded, civic and economic welfare secured, 
individual happiness ard contentment piomoted,” 4 Caste killed 
discontent. The idea propagated was that everyone was born accor¬ 
ding to his actions in his paBt incarnation and had to occupy the 
place he was destined to. There was, therefore, no occasion for 
jealousy of those who were better placed in life. Thus caste 
minimized class conflict and served as an insurance against the 
uncontToiled working of economic forces which have resulted in 
much evil. 8 

Conclusion- The new forces unleashed in India by Western© 
contacts have been working hard to destroy caste system. The 
urban areas have grown more liberal-minded due to large influx of 

1. Bha^wan Dass— Ancient v«u Modem Scientific Socialism. 

2. R.P. Masani on Caste in The Legacy of India , Ed. Oarratt, p. 151, 

3. Mfwani— Ibid., p. 159. 
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immigrants from all over the country. Inherited professions, being 
incompatible with modern demands, have had to be discarded. The 
educated classes have led the revolt against the bonds of caste 
system. They openly scoff at the taboos which religion and caste 
place on their actions and have no hesitation in “inter-dining” with 
all sorts of people and eating all kinds of food. 

The railway and the bus have worked effectively towards the 
breakdown of un touch ability and unapproaohability. High and low- 
caste people are all crowded together in third class compartments. 
They have perforce to appeaso hungei and thirst with the kind of 
food available on the railway platforms without the “necessary” bath 
to remove pollution. 

The reform movement in the Hindu religion itself has worked 
in the same direction. The Ary a Samaj, for instance, recognizes no 
caste, and approves of inter-caste marriage and inter-dining. In 
North India, Sikhism has been a very strong force to destroy social 
taboos and to recognize human equality. Islam has also contributed 
its share in undermining caste all over India. 

It will have to be admitted, however, that those who believed, 
fifty years ago, that the system was already on its last legs and pre¬ 
dicted its speedy submergence, have been proved false prophets. 
Caste is still a potent force in the lives of millions. It has stood 
through the centuries but in course of time it has grown many harm* 
ful excrescences. Lopped of these it may still prove a useful institu¬ 
tion and “secure social efficiency on the democratic and socialistic 
principles of class collaboration and the rule of luw.” 1 

4. Joint Family System. The typical joint family consists of 
a father, his sons and grandsons, together with the corresponding 
women-folk until some of them are married off and enter into other 
joint families. Jointness is the normal condition of Hindu society but 
partition can be had on demand. So long as the family is undivided, 
it possesses a common kitchen and a common property. Tlxe 
earnings of all the members are put in a common pool out of which 
the needs of every member are defrayed. The senior-most member 
of the family controls and conducts affairs with the advice of others 
but his voice is final 

Demerits of the System The junior members of the joint family 
feel no responsibility and are apt to be improvident. They borrow 
from the Bcwia recklessly on the credit of the family. At the time of 
marriage or death in the family and at other religious ceremonies like 
the “ Mundan" and “Janeo”, there is a great deal of waste, ofter 
resulting in indebtedness. 

As food and dress are assured without hard work in the joint 
family system it is bound to grow a good many drones. In fact this 
is the strongest argument against any form of communism The total 
family income has to be spread over a far larger number of claimants 


1. Maaani—Op. p. 161, 
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than in the West. The power to save is impaired, and the accumula¬ 
tion of capital small. Besides, the burden of a large family deters 
a man from pioneering new enterprises andl launching into risky 
ventures. In such uncongenial surroundings it is impossible for 
individuals to develop initiative. 

Its Merits. The world is to-day satiated with uncontrolled 
capitalism. All eyes are set towards the bold experiment of socialism 
in Soviet Russia. The theory is not new to the w r orld. The germ 
is contained in the Hindu joint family where every member works 
according to capacity and consumes according to need. The strict 
Russian model is not suited to conditions prevailing in many 
countries, but the Indian institution, according to some, can be of 
universal application. Its introduction brings no travail, no blood¬ 
shed in its train and yet in a way it is as thorough—it provides for 
everybody, It promotes the spirit of co-operation and unselfish 
service. The family is the nucleus and its motto is “All for one and 
one for all. ,, 

The curse of uneconomic holdings does not arise so long as the 
family's landed property remains undivided. It is the spirit of indi¬ 
vidualism that has brought about the partition of ancient holdings 
with increasing frequency. The joint family has been called “an 
anachronism." 1 But according to some, it is the only possible remedy 
for uneconomic holdings—the most ruinous fault in Indian agricul¬ 
ture. It makes possible “joint farming of the inheritance without 
partition." Co-operative farming, however, can serve the same 
purpose, and it is preferable since it does not involve the disadvan¬ 
tages of the joint family system. 

Conclusion. The joint family system is disintegrating rapidly 
— much more rapidly than the caste system—due to the great 
increase of population in India and the spreading of Western 
education, thought and culture. The old respect for the patriarch of 
the family is disappearing while the bonds of family discipline are 
loosening. But the principle of co-operation underlying the system 
is a valuable one and should be taken advantage of through multi¬ 
purpose co-operative societies. 

5. The Laws of Inheritance and Succession. Succession 
among Hindus is governed by the Mitakshara and Dayabhaga schools 
of law. The Dayabhaga form is peculiar to Bengal, the Mitakshara 
is prevalent in all other parts of India. 

(£) The Mitakshara system . Under this system the ancestral 
property is owned and enjoyed by all members of the family as a 
body. The head of the family is only a manager for the time being. 
He has no right to dispose of any property without the consent of all 
the male members. The family is a corporation in which the rights 
of individuals are not defined or ascertained. In case of a member's 
death there is no succession to his share. It automatically becomes 


b Jathar and Ben -Indian Economics, Vol. I* 
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the property of the survivors. The family remains joint till there 
is a partition of ancestral property. When such a thing happens 
the sons have equal rights with the father. 

(ii) The Dayabhaga. Under this system, the head of the family 
is absolute owner for his life-time and can dispose of the property as 
and when he thinks the family’s good requires it. Under this law 
there is succession even in joint property and a dead member’s share 
goes to his heir. There is no partitioning between father and son, 
only between brothers. 

Under both systems of law females have no right to ancestral 
property. Both systems give the head of the family complete rights 
over self-acquired property. The law of primogeniture does not 
obtain in India, except in the case of rulers of States and some big 
zaraindar estates in which partition is not allowed and the eldest son 
succeeds to the whole property. But generally, ‘‘corporate 
property is the rule in the East. Individual property is the rule in 
the West.” 

(in) The Muslim Law . Islamic law gives a share of the property 
to males as well as females though not on an equal basis. But in 
actual practice in most provinces the customary law of Hindu origin 
is followed even by the Muslims. There is a growing desire among 
Muslims now to abide by the tenets of the Islamic law of 
succession. 

(iv) Economic Effects of the Law of Succession. It cannot be 
denied that both Hindu and Muslim schools of law are equit¬ 
able. They make no distinction between the first-born and the last- 
boxn at the time of partition of property. Thus they save people 
from futile heart-burning. Under these laws every one gets a start 
in life and a self-respecting middle class is fostered. Such a middle- 
class serves as the backbone of both society and government. In 
the village grow self-reliant peasant proprietors who serve as the 
best defence against foreign invasion and internal disorder. That 
an individual’s share is small is ail the better ; a small share pro¬ 
vides an added incentive to hard work and self-help. The evils 
of capitalism are avoided and wealth is more equitably distributed. 

In the reverse direction it will have to be admitted that the 
laws of succession are responsible for a good many ev*la. Land gets 
sub-divided into smaller and smaller piece-*, till it is absolutely un¬ 
economic to cultivate. Sub-division brings fragmentation in its 
train— as great an evil if not a worse one. The laws encourage liti¬ 
gation which wastes time and money. They also hinder savings and 
discourage large-scale enterprise. 

6. Panchayats in India It will not be out of place here to 
study the functions of Panchayats. In olden times they covered all 
aspects of life in the village. As the result of centralized Govern¬ 
ment under the British obey lost much of their power and useful¬ 
ness. Recently, however, efforts are being made to resuscitate 
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them. In the Punjab the Village Panchayat Act was passed in 
1939. In U.P., Panchayat Raj Act, which has been called one of 
the greatest experiments in rural democracy and decentralization, 
was passed in 1949. Punjab has already 4,400 Panchayats and 
5,600 more are intended to be added. The Act *of 1939 was 
amended in 1948. It has been recognized that the stability and 
permanence of Government depend on the soundness of Panchayats 
in villages. The government is introducing more and more 
Panchayats having accepted Mahatma Gandhi’s dictum, “The 
coming Raj is the Panchayat Raj.” In March, 1950 the Punjab 
Gaon Panchayat Bill was referred to a Select Committee of the Punjab 
Assembly. Under this Bill, it will be the responsibility of the 
government to establish a Gaon Sabha and a Panchayat in each 
village or group of villages where the individual village is too small. 
The entire population of the village will form the electorate and the 
entire social needs of the community will be looked after by the 
new Panchayats. 

The Panchayats have both administrative and judicial 
functions. 

Their administrative duties are more or less like the duties of 
Municipal Committees and they look after and are interested in all 
the aspects of communal life in the village, e g., agriculture, trade, 
industry, health, festivals and mr-ans of communication. 

From the judicial point of view they have powers of the lower 
Civil and Criminal Courts and they can try simple offences like theft, 
trespass, simple hurt, etc. They also take into cognizance breaches 
of the Primary Education Act, the Cattle Trespass Act, and the 
Vaccination Act. They can impose fines up to Rs. 50. It is pro¬ 
posed to enhance these powers up to a fine of Rs. 250. Selected 
Panchayats may be allowed to hear suits when the value of the debt 
does not exceed Rs. 500. The new Punjab Panchayat Bill allows 
Panchayats to levy a compulsory “hearth tax” as well as to con¬ 
tract loans with the previous approval of government. To co-ordinate 
Panchayat working with reference to policy and administration a 
new organisation—tbw Tehsil Panchayat Union—has been provided 
for in each Tehsil. 

Appeals from the Panchayats in Civil cases lie to the District 
Magistrate and in Criminal cases to the District Judge. 

The village “Panchayat-ghar” serves as a meeting-place for the 
village community and as a cultural centre. It also houses the 
village library and reading room and may have a battery-radio set 
installed if funds allow. 

It will thus be seen that the Panchayats can play a very 
important part in the social life of Indian villages. The villager 
will realize his own strength and collective power and the minions 
of law will not be able to bully him. He will start on the high road 
to democratic power and exercise it as a citizen of the village 
republic. 
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CHAPTER IV 

A GENERAL SURVEY OF AGRICULTURE 

1. Place of Agriculture in Indian Economy. After studying 
the physical and social background of India we are now in a position 
to discuss her economic problems, They are of all kinds—agricul¬ 
tural, industrial, monetary as well as those pertaining to banking, 
trade, transport and prices. Let us start with agriculture. The 
importance of agriculture to India can hardly be exaggerated, 
Every two persons out of thrde axe directly engaged in agriculture, 
and many more are indirectly maintained by it. Thus a very large 
majority of the people depend on it for their livelihood. It supplies 
them with food products as well as provides raw materials for their 
industries. It enables them to purchase plant and equipment as 
well as consumers* goods from foreigners. It is a source of employ¬ 
ment for the trading classes and revenue for the Government. 
Thus the prosperity of agriculture is synonymous with the prosperity 
of India. 

Unfortunately Indian agriculture is far from prosperous. Par 
too many people arc engaged in it, wasting their time and energy. 
This overcrowding is one of the major problems of Indian agricul¬ 
tural economy and the pity is that it is on the increase. In 
1901, only 67*4% of the people were busy with the production of 
raw materials. In 1921 the number increased to 73%. That only 
66% and not more are shown to be doing this work in the Census 
Report of 1931 is due to the adoption of a different method of classi¬ 
fication. Otherwise this number might well have been 73 or even 
75%, 1 The gravity of the problem of increasing pressure of popu¬ 
lation on land is also apparent from the fact that whereas 17*5% 
people were employed in industries in 1911, only 16*3% were so in 
1931. Obviously the Increasing numbers have not been absorbed ip 
: crafts aria have been thrown upon agriculture. 
Th e pre ssure on land has thus resulted in the serious problem of sub- 
* diyiaion .and fragmentation and in the appalling poverty of the 
mas§eg..in India.. 

2 Inadequate Production. Although a vast majority of 
people is engaged in agriculture and about 80% of jthe_ jotaj. 
under food crops, yet India is unable toleed her own population at 
even tKeTurrentlow standards of living! In some countries only a 
fifth of the population produces a diet that gives a person some 8,000 
calories a day, i.e., one family adequately feeds 5 families ; while 
in India one farm family cannot properly support itself and half of 
another family. 2 Before 1914 India exported food grains, while 

1. Indian Finance 1943. p 201.2 quoted by Wadia and Merchant. 

2, World Food Survey issued by the F.A.O. 
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to*day she actually imports between 2 and 3 million tons and even 
more of food grains per annum. It is seen chat while the population 
of India (excluding States^ increased from 257 million in 1931 to 
296 million in 1941, the total production of food grains actually 
decreased from 49'1 million tons iu 1929-30 to 47 2 million tons in 
1939-40. 

3. Malnutrition and Poverty. Not only is the quantity of food 
available in India inadequate, but quality is also unsatisfactory. 

The people’s diet is unbalanced and there is a chronic deficiency of 
protective foods like milk, fruits, vegetables and eggs. The result 
is a high incidence of disease, heavy mortality, and low longevity. 

Theso factors in their turn react on the efficiency of the agri- 
culturist and result in his dire poverty. The avgraga. hmoma-mLaa 
T pdian was estimated to be Rs» 65 per annum m 1931-32. and that 
of an agriculturist was still lower. Even in these days of inflation * • 
and high prieos the income estimates arc ridiculously low. Univer¬ 
sal poverty has resulted in universal indebtedness. Only 'a very 
small minority of the Indian peoplq enjoy amenities like medical 
relief and education which people in other lands consider to be their 
birthright. We must ask ourselves why so many people produce so 
little and of such poor quality and why is it that almost all countries j 
in the world have an average diet superior to that of India. 

4. The Role of the State When Jhe_people are ignorant^!,, 
is the dnty el the State to come to their rescue. Unfortunately till 
recently Tuffm had an alien Government who were more interested in 
protecting British interests than Indian. They went even further 
and actually pursued policies which ruined our handicrafts and left 
the peasant helpless. Faced by recurring famines in the closing 
decades of the last century and pressed by thoir revenue require¬ 
ments, the Government did introduce a few halting measures which 
brought some relief to the agriculturist. Improved seeds, manures 
and implements were introduced. Efforts were made to improve 
the breed of cattle. Irrigalional facilities were extended. Steps 
were taken to relieve the burden of rural debt by regulating the 
activities of money-lenders and through co-operative credit. Some 
attention was given to the problems of marketing and consolidation 
of holdings. A Rural Reconstruction movement was also initiated 
during the critical years of economic depression. But all these 
efforts Jailed to raise standards of the rural masses to any appreciable 
extent The reason was that instead of tackling the. basin causoa.rff- 
the disease,"the State in .India merely attacked the .symptanu. 'Urn 
basic problem was loft untouched. 

5 The Basic Problem. The basic problem of Indian agriculture 
relates to the,ownership and distribution of land combined with the 
absence of alternative occupations to absorb the surplus population. 
Thus, firstly a high proport ion of the land is in the hands of large 
owners who are more rent receivers and contribute nothing to its 
development. Secondly, there are more people engaged in the cultiva¬ 
tion of land than are necessary for its .proper exploitation. There 
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w thus a very unfavourable ratio of resources to men. This hfw 
reduced the unit of cultivation to ridiculous proportions. Not only 
are the holdings small but they are scattered in fragments due to the 
operation of the existing laws of inheritance and succession. Thus, 
the cultivators have neither the incentive, nor the capacity for better , 
methods of agriculture. Hence the productivity of land per acre is 
low. But it is still lower per man because of the pressure of popu¬ 
lation on l«n d It is seen that this pressure is continually on the 
increase. This is obvious from the increase in the ratio of landless 
labourers to the total agricultural population as well as a progressive 
fall in the size of agricultural holdings. Universal poverty under 
these conditions is surely inevitable. 

f 6. The Way Out. The above analysis will indicate the way 
out of this difficult situation. Three separate steps are indicated. 

Firstly. The actual tiller of the soil must have the incentive to 
put in his best efforts. This means that he must be sure of reaping 
the full reward of his labour. Thus either he should own the land 
that he cultivates or he should be ensured of holding it for a 
sufficiently long period of time. Further, the demands of the State 
and the landloid should be reasonable and be fixed over long 
periods. 

Secondly. The unit of cultivation must be increased. Mere 
consolidation of a small holding is not enough. For scientific agri¬ 
culture large-scale mechanical operations are necessary* One 
method is abolition of private ownership of land and its collectiviza¬ 
tion* This may involve insuperable difficulties under Indian condi¬ 
tions where private property is greatly cherished. Another method 
is pooling of private lands and co-operative farming. We shall 
study the implications of this suggestion in due course. 

Thirdly. New employments must be found for the surplus 
population both in the villages and towns. This implies a policy of 
all-round industrialization both on the small and large scale. 

7* The Need for a Planned Economy. No agricultural pro¬ 
gress is possible without a simultaneous development of industry in 
the widest sense of the term. With industrial and agricultural de¬ 
velopment are closely connected developments of transport, trade, 
banking, currency, etc. All must be tackled simultaneously for any 
results to be achieved. Hence the need for Central guidance and the 
co-operation of all State governments. The laissez fa ire system is 
wasteful. There is an urgent needier. planning the whole economy of 
the country as well as its each separate aspect including agriculture* 
SiiflSTS national 'governments has been established in India agrarian 
reforms, which could not be thought of previously, have come 
within the range of practical politics 

We shall now proceed to study the present unsatisfactory 
pcs.tion of agricultural production in India. 

8. Distribution of Area. There is a general complaint in 
li dia about the paucity, unreliability and obsolete character of 
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published data. This complaint is the greatest in agricultural statin* f 
lies. The paucity is mainly due to illiteracy of the rural population 
and the inefficiency of collecting officials. Efforts are being made 
to improve the quality of statistics and it is hoped that these efforts 
will bear fruit in time. The total area of India is distributed as 
jfollows:— 
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We can draw the following conclusions from the 1945-46 
figures pubLshed by the Economic and Statistical Adviser, Ministry 
of Agriculture :— 


(i) Inclusive of forests 31% of the totil area was not available 
for cultivation in 1945-40 and if fallows are included 40 per cent 
came under this category. 

\2j About 17% of the area in the Indian Dominion was 
cultivable waste land. Due to chronic deficit in food supply, stre¬ 
nuous efforts are being made by the national Government to bring 
under cultivation as much of this area as possible by multi-purpose 
projects and irrigation schemes. 

Hi Only 23% of the sown area in India is irrigated, the rest 
-depending on rainfall Hence a very small proportion is sown 
more than once in a vear. 

W The net sown area in the Indian Dominion was 171 million 
acres which comes to about one acre per head of the agricultural 
population and about three-fifths of an acre per head of the total 
papulation on the basis of 1941 census. If we take into consideration 
the estimated population today, i.c., 346 millions, and the total area 
sown including that in States, the area per head works out at about 
four-fifths of an acre. 


1. Excluding States. 
2* Including States. 
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It has been estimated in 1950 that <‘the total area of the* 
Indian Union, including the Stetes, is 781 million acres, out of which 
175 million acres are under houses, forests, mountains, rivers, etc. 
Leaving aside imcullivable* waste land, the balance of cultivable? 
land available in the country is 417 million acres, of which 54 
million acres are under current fallows, 275 million acres, including 
double cropping areas, are under food and cash crops, and the re¬ 
maining 88 million acies arc cultivable waste land.” 1 


9. Relative Importance of Crops. Of the total sown area 
(including area sown more than once), amounting to 248 million 
acres m 1940-41, 80% was under food crops and the remaining 
was under non-Food crops* Pc od grains alone accounted for 75 
per "cent of fho total. In 1948 the, total area under food-crops (in¬ 
cluding sugarcane, but excluding oilseeds) was 180*2 million acres 
as against 86*0 million acres under non-food crops including oilseeds 
and spices. This indicates the unsatisfactory state of our economy, 
Three-Quarters of our population and four-fifths of our cultivated 
area are “busy producing food but still it is not enough for the people 
and the Indian Union h|id to import huge quantities of rice and 
wheat amounting to 2*8 million tons in 1948, and 3*7 millions in 
1949. If no part of the deficit is made up, India shall have to im¬ 
port 4*4 million tons m 1950 and 4 8 million tons in 1951. It is, 
however, hoped that as a result of concentrated efforts India shall 
be self-sufficient in food by 1952. 

The following table indicates the relative importance of princi¬ 
pal crops grown in India and Pakistan in 1947-48 and 1948-49. 


FOOD-CROPS. (In Lakh* of Ton«) 


India 

<r» 

o 

*0$ 

1 -P 

1 Cv 

,3 

£ 

! 

Jo war 

Bajra 

© 

Sb 

oC 

05 

t* 

ce 

W 

Gram 

*3 

**-» 

o 

c-* 

Sugar¬ 

cane. 3 

1947-48 (Final) 

196 

54 

60 

60 

21 

15 

26 

i 

45 

445 

58 

1948-49 (Final) 

189 

54 

48 

48 

18 

14 

23 

46 

414 

50 

Pakistan. 1947-48 

82 

33 

2 

2 

4 

— 

1-3 

6 

131 

9 

, # 1948-49 

NA 1 

i 

40 

2 

2 

4 


2 

8 I 

142 

10 


1. Self nufficienoy in Food , p. 8, published by Government of India 

2. In terms oi cleanfd rice. 3. In teuns of Gur. 4. Taken as for last 
year in the total. 
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NONFOOD CROPS (In Lakhs) 



Oii-Beeds Edible 
(Tons) 

Oil seeds 

Non* Fibres 

edible (Ba ch) 

(1 ons) 

-- H 

Beverages 

(Lba;. 

Miscellaneous 


R ipe 


r i 

i i 


'India 

Seas- Groan- and 

Lin¬ 

Gas- Cot* Jute Tea i Cof- 

To iaceo Rubber 

aUVAICV 

mum dnuts Mub- 1 

seed 

fcor *ton 

! lee 

lbs. 


tard 1 


__!_ 

1 - 


1948-47 

3-2 30 s 

3 3 

1-2 ! 21 16 


2 7 370 

1947-48 

*<‘4 3 4 8 

4*3 

1 2 22 17 

5617 386 

2 4 350 

1948-49 

2 8 31 7 

44 

11 19 21 

5607 339 

1 

— 3i0 

1 

i 

Pa'cis- 





i 

tan 






8947-48 

•35 — 2-5 

2 5 ! 

•1 11 08 

- - 

—, — 

1948-49 

•29 — 2-6 | 

2-ti 

•1 10 65 

— ~ 

— — 


From the above table it is clear that food crops, specially rice 
and wheat, are more important from the point of view of produc¬ 
tion. Later on we shall see that cash crops like cotton, jute, tea 
and oil-seeds (specially groundnuts) are important from the point of 
view of exports to foreign countries. 

10. Study of Food Crops. Each of the principal crops pro¬ 
duced in India may now be discussed m detail. 

( i) Jiice. Rice is the most important crop of India. It is 
.grown in low-lying, well-watered, tropical regions. It is a winter 
crop and is harvested from December to January Different varie¬ 
ties of rice are grown in different parts of the country according to 
local conditions In Bengal, for instance, there are two harvests — 
the Aus or the early crop, and the Amin , the later crop. Am re¬ 
quires less rainfall than A man, is coarse and is eaten by poorer 
classes alone. If and when the rains fail, it servos as a provision 
against famine. In deltaic swamps, rice is practically the sole 
food crop. 

Latest estimates of are* and production of rice in India are as 
ibelow ; — 

Rice (in millions) 


Year 

Area (acres) 

Yield (tons) 

1945-46 

58 

18 

1947-48 

61 

196 

1948-49 

60*5 

189 


After the separation of Burma, India became a net importer of 
srice. In 1939-40 she imported 1*8 million tons ot rice, mostly from 
Burma. There has been a serious world shortage of rice m recent 
years. The world production before the war was 200 million tons 
In 1945 it was only 168 million tons. A world conference has been 
studying the problem of production and distribution of rice ©very 
. jpear since the end of war under the auspices of the Food and 
^ Agricultural Organization (F. A. 0.), 
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The International Rice Commission of the F.A.O, met it* 
March, 1049, discussed measures for rioe production, distribution and 
utilisation in S.E. Asia and took many decisions for its development* 
among which were " 

(i) Rice breeding, (it) control of disease in seed and crop*. 
(Hi) mechanization of cultivation and its economies, (iv) collection 
of information regarding soil, climate, manure and irrigation for 
rice cultivation, (v) Standardization of goods, (vi) better 
storage, (vii) utilization of bye-products e.g. f straw and husk, (viiiy 
to start an international statistics code, to use the metric system 
and to establish a Statistical, Advisory and Research unit. 

India has been allotted considerable quantities of rice and 
wheat every year by the F. A. 0. but the prices paid have been very 
high, i It has been estimated that the total imports of food grains in 
India m 1948 were 2*8 million tons and their cost Rs. 110 crores 
while in 1949 the imports rose to 3*7 million tons at a cost of Rs. 
150 crores. The Food Grains Policy Committee remarked : <c It is- 
clearly impcsrible to go on buying them at anything like the prevail¬ 
ing price s in the quantities deemed to be necessary.” Rut although the 
war was over 5 years ago, rationing of food grains is still in progress 
in urban areas. Procurement of rice and other grains has been 
adopted. But as sufficient supplies did not come forth the Govern¬ 
ment has had to import large quantities from abroad. For instance, 
during 1949 out of a total exportable world surplus of 3*7 million 
tons of rice India was allocated 8 lakh tons by the F A O The 
Government are trying hard to make up the deficiency in India. The 
steps taken by them will be discussed later. 

(ii) Wheat . The total area under wheat in 1945-46 
(in the area covered by the Indian Domini< n latei) was 24*4 million 
acres which produced 6 million tons of wheat. An acre in 
Pakistan produced nine than 8 maunds of wheat, inTndia only 
7 maunds^ "Further the produce }>er acre differs greatly from pro«”~ 
vlnce to province, being 882 lbs. per acre in Bihar, 728 in the Punjab* 

* and 231 in Hyderabad Even our best is much less than 1,140 lbs, 

« per acre in Europe, 972 in Canada and 846 in the USA. Thus 
j there is scope for improvement in India if science comes to our aid 
i and our agrarian economy is suitably organized. Dr. Burns has 

* estimated that the annual loss from rust is about 5% of wheat pro¬ 
duced in a }ear when there is no epidemic but in badly affected 
places it goes up to 100%. Rust-resistant varieties need to bo- 
evolved. Another disease, smut, has also to be dealt with. It can 
be eradicated through the hot water treatment devised by Prof. 
Luthra of the Punjab Agricultural Department. Irrigation, manures 
and rotation of crops will increase our yield per acre. The heaviest 
wheat producing areas are U. P., Punjab, Bihar, C.P., P.E.P.S.U* 
and Madhya Bharat. 

Before 1914 India exported some wheat, but she has been, 
importing it in large quantities after the partition. In 1949 she 
imported no less than 22 lakhs tons of wheat and wheat products* 
The condition is, however, not desperate in spite of the present. 
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acute shortage. Area under wheat can be increased as well as pro¬ 
duce per acre improved. In the meantime Government has started 
monopoly procurement of wheat, rice and other cereals to feed people 
in areas where statutory rationing is in operation. 

To encourage food production the Central Government has 
fixed targets for additional production of wheat and other crpps 
for 1949-50 and 1950-51. Areas for intensive cultivation have 
been selected, chemical fertilisers will be distributed, waste lands 
cultivated through tractors, ‘Kans’ and ‘Hariali* lands reclaimed 
as well as tube wells and other irrigation works taken in hand* 
The objective in view is ‘self-sufficiency in food.’ 

(in) Barley . India has about 7*5 million acres under barley, 
2/3rd being in U. P., the refst in Bihar and Punjab. We 
produce about 2*5 million tons, against Pakistan’s one lakh tons. 
This crop is more of a cash crop than food crop, being mainly used 
for making malt. It is used in India for making beer. In previous 
times some barley was exported to U. K. and U S. A. Since the 
partition, however, food situation in India has w ^rsened and barley 
is imported into the country. In 1949, for instance, we purchased 
1 88,000 tons of barley from foreign countries. This barley was 
largely used for food purposes. 

(iv) (Jowar, Bajra and Ragi). They are grown all over 

the country but more commonly in the dry areas of Bombay* 
Madras, Hyderabad, the C. P. and the U. P. They are a Khirif 
crop and need little more water than w r liat the S. W. monsoon 
brings. As the result of experiments at Nagpur, Coimbatore 
and Indore, improved varieties are now sown which give a higher 
yield per acre. 

They are the mainstay of the poorer classes in the eouutry. 
Bajra has more fat and a higher calorific value, while ragi contains 
more calcium that wheat. Jo war will always remain one of the main 
crops of India in areas of less rainfall. Hence further research m 
dry-farming methods with measures against smut and birds will 
increase the yield per acre. 

Millets are also useful fodder crops. Total area under different 
varieties of millets and their production in India in recent years 
^are as below :— 


Millets (in millions) 


Crop 

| Area (acres) I 

Yield (tons) 


1947-48 

1948-49 

1947-48 

1948-49 

Jowar 

36.2 

35.4 

6.0 

4,8 

Bajra 

20.7 

19.0 

2.8 

2.2 

Ragi 

6.1 

6.1 

1.4 

1.4 

"total 

02.0 

60.1 

10.2 

s%r~ 
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Due to tl e dearth of food grains in India, we have been import¬ 
ing these inferior pains too. In 1949 we pnrchased 3,90,000 tons 
of inferior food grains from abroad. 

(t?) Pulses, Various pulses like gram, urad, masur, mot, 
mat tar, arhar, etc., are grown throughout the country and form an 
essential part of the diet of the people. Gram is the leading pulse 
and is mainly grown in Punjab, U. T\, C. P., P.E.P.S.U. and Bihar. 
In 1948 gram occupied 19*3 million acres in India and in 
1949, 19 7 million acres yielding 4.5 and 4.6 million tons respec¬ 
tively. The range of variation in the yield per unit in different 
parts of the country is great, being only 50 lb. in Bombay, 500 lb. 
in Gujarat and 1,200 lb. in the Punjab. 

Area and Yield of all pulses were as follows : 

(In lakhs) 

Year . Area (acres) Yield (tons) 

1947- 48 859 11*9 

1948- 49 87*2 11 8 

In 1940, a special committee wass appointed by the Imperial 
Council of Agricultural Research to co-ordinate research on tho 
pulses of India and to develop in each case a seed vaiiety and also 
develop other conditions like mixed cropping and manures which 
would increase the yield. The fodder value of pulses is not to be 
sneezed at. 

(vi) Maize . The area under maize and its yield for the last 
2 years were as below :— 

Maize (In millions) 

Year Area (acres) Production (tons) 

1947- 48 7.8 2 1 

1948- 49 7.5 1.8 

India has been importing maize too to feed her hungry millions 
during the last few years. In 1949, no less than 3,90,000 tons 
of maize and other inferior food grains were imported. The main 
producing areas in India are U. P. and the Punjab. Ma ze is an 
important food grain for the poorer classes in Northern India. The 
stalk serves as fodder. 

(vti) Sugarcane . Area under sugarcane in India- is larger than 
in any other country of the world. In recent years, the protection 
that the sugar industry has been enjoying has stimulated the pro¬ 
duction of sugarcane. In 1948-49 India had 3.6 million acres under 
sugarcane giving an estimated yield of 5 million tons of raw sugar 
(gur). The estimates for 1949-50 are placed at a little lower level. 
In the middle of 1949 white sugar was again put on the rationed 
list by the Government as its stocks m the country were greatly 
reduced and its price was rising high. To further remedy the situation 
the Government abolished the Sugar Syndicate which controlled the 
production and distribution of sugar and which it is alleged, had 
been helping in black-marketing the commodity. It has also 
been decided to import 50,000 tons of sugar from abroad which 
till March, 1950, was a protected commodity in this country. 
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The chief e&ae-growing -provinces are U. P, and Bihar, 
jke average yield per acre and the quality of cane produced in 
India are inferior to those in other important cane-producing 
countries. Recently the Government has given special attention to 
improve the quality and supply of sugarcane. A cane-breeding 
station was started at Coimbatore in Madras and the Provincial < 
Agricultural Departments have introduced many new varieties of 
sugarcane, which give greater yield per acre. 

II* Non-Food Crops. The principal non-food or cash crops 
are cotton, jute, tea, coffee, tobacco, opium, rubber and spices* 
They are primarily raised for sale, and figure prominently in India's 
exports. Total area under non-food crops in 1948 (including all 
kinds of oilseeds., edible and non- edible) came to 36.6 million acres 
against 180,2 million acres under food crops which means 1T% 
against 83%. 

(i) Ted. Consumption of tea in India is rapidly growing. It 
is also becoming popular in U. S, A. and other countries. This 
growing popularity is due to the propaganda of the Indian Tea 
Association which is financed out of a coss of 12 as. per 100 lb* 
charged on exports, since 1935. India had an area of 7,67,000 acres 
under tea which yielded 561 million lbs. of tea during 1948. Out 
of this 348 million lbs. worth Rs 56 crores were exported to foreign 
countries It may be mentioned that during 1949, 493 million lbs of 
tea worth more than Rs 78 crores was exported. The increase in 
exports is due to higher auction prices for a better quality of tea and 
also to devaluation in the latter part of the year. 

(ii) Coffee. In most places, tea has bt en substituted wnere 
coffee was grown before. The decline has been partly due to the 
appearance oi a destructive beetle and partly to the competition of 
cheap Brazilian coffee. Coffee is mostly grown in Mysore State 
(96,200 acres), Madras (49,600 acres) and Coorg (37,500 acres). In 
1948 the area under coffee in India was 1,98,000 acres producing 34 
million lbs. against 2,02,000 acres producing 39 million lbs. in 1947. 

In 1946, India exported one lakh cwt. of coffee, valued at 
about Rs. 1 crore. Since 1935, the Indian Coffee Committee has 
been carrying on propaganda (financed by a cess of 8 as per cwt. 
on exports) to popularize this beverage, but there is no particular 
need for increasing the production of coffee. 

(in) Cotton. The quality of Indian cotton is generally inferior* 
It is “shorter in staple, poorer in spinning value, and smaller in 
yield per acre.” This inferiority is due to various causes : (a) There 
is no incentive to improve quality because it is exported fot mixing 
with wool and gets fair price as it is. (b) Inferior quality is exten¬ 
sively cultivated because it withstands drought better, (c) Seed 
gets mixed up in the ginning factories. 

Attempts have been made to improve the quality and yield of 
Indian cotton. Agricultural Departments have been engaged in the 
task of evolving superior varieties. In 1917, the Government of 
India appointed the Indian Cotton Committee “to suggest method* 
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to increase the supply of long-staple cotton in India, to improve 
ginning and marketing, to prevent adulteration, damping and 
mixing etc.” The Committee reported in 1919 and recommended— 

(a) Botanical work for improvement of quality and yield. 

(b) Open markets on the Berar system ; publication of cotton 
prices for the benefit of cultivators ; organization of cotton sale 
societies and standardization of weights ; and arrangements for pro* 
tecting seed from adulteration. 

(c) Formation of a Central East Indian Cotton Association in 
Bombay, to control the whole cotton trade, 

( d) Creation of a Central Cotton Committee to promote the 
welfare of cotton growers, and to bring the Department of Agricul¬ 
ture and the cotton trade closer. 

Accordingly in 1921 the Central Cotton Committee held its first 
meeting, in 1922 the East India Cotton Association was formed and 
in 1923, the Cotton Transport Act was passed to prevent adulteration* 
In 1925 Cotton Ginning and Pressing Factories Act was passed with 
the same object. The Indian Central Cotton Committee has done 
much to improve the quality of Indian cotton. It has established 
laboratories and promoted special research in Bombay, Indore and 
elsewhere. Its activities are financed by a small cess of two annas 
per bale, imposed on all cotton baled in India. Cotton Markets Acts 
have been passed in Bombay, Central Provinces and Madras to 
improve conditions of marketing. 

The partition oi India has considerably weakened the cotton 
economy of the Indian Union. India is now a net importer of cottQJ), 
instead of being a net exporter. The best varieties of cotton, par¬ 
ticularly of staple length f" and above, required by the Indian 
mills, are produced in Pakistan. The exact area under cotton in 
1949 was 11,055,000 acres against 10,655,000 in 1943. The 
total yield in 1949 came to 18,64,000 bales against 21,88,000 in 
the previous year. The area under cotton (in 1950) is on the 
increase. Intensive efforts are being made to produce more cotton 
per acre, as well as to allow more area to it out of the area reclaimed 
through mechanized cultivation. It has been estimated by 
Sardar Datar Singh that India will be able to produce 8 lakh bales 
more of cotton in 1950 than in previous years. India imported 
Rs. 52 crores worth of long staple cotton in 1948 and exported 
Rs. 20 crores worth of indigenous short staple cotton. In 1949 her 
exports were worth Rs. 16 crores and imports Rs. 77 crores. India has 
had to face a great deal of difficulty in securing her cotton supply 
due to the impasse in trade relations with Pakistan since August 
' 1949. 

(iv) Jute. During the depression of 1929-35 the price of jute 
fell very low. To assist the recovery of prices, the Bengal Govern¬ 
ment asked for a voluntary restriction of 1935 crop but the results, 
of this voluntary effort were not substantial. In 1936, an Indian 
Central Jute Committee was appointed with a grant of Rs. 5 lakh 
Per 3 ear for carrying on research and collection of accurate 
Statistics. With the war came heavy demand for jute. In August 
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I94& the Bengal Jute Regulation Act was passed to regulate* 
factory hours, to restrict acreage under jute and to control 
fluctuations of prices of raw jute. Recently the Oovrnmeni has decon* 
trolled jute prices* This has led to a great rise in the price of jute. 

The cultivation of jute is not an unmixed good. It has dis¬ 
placed rice in some tracts and has thus reduced the supply of food* 
It exhausts the soil much more rapidly than any other crop. But 
it covers only about 10% of area in E. and W. Bengal while rice 
covers more than 72%. Jute exports from India are absolutely 
essential for the purchase of much needed foreign exchange Total 
area under jute in 1948 in India came to 8,34,000 acres wiffPlt 
yield of 2Q,55*000 bales of 400 lbs each. The area under jute is 
being strenuously increased. In 1949, the area was 11,58,000 acres 
and the yield 31,17,000 bales. It is unfortunate that fth of jute 
area is gone to Pakistan while all the jute mills are situated in- 
India. Indh 1 , therefore, has to depend on Pakistan for about 50 lakh 
bjdCHpf jijte ; but since India devalued her currency and Pakistan 
did not, it has become uneconomical to buy Pakistan jute. In fact 
there was a complete deadlock in trade with Pakistan from Sept. 194$ 
till things partially improved in April, 1950, after the Nehru-Liaquat 
Pact* To make things worse Pakistan detained even Indian 
purchased jute. Hence it has become a matter of stern necessity 
to increase the production of jute in India. U* P., Madras and 
Travancore have been selected for tins increased production. As a 
result, it is seen from the estimates of the Indian Central Jute Com* 
mittee, that in 1950 area under jute has been increased. Even then/ 
the Indian mills will fall short of a minimum of 29 lakh bales. Hence 
research is being carried on to mix linseed straw with jute fibre. 

(v) Indigo . Due to German discoveries of synthetic dyes in tho 
closing years of the 19th contury India’s export trade m indigo re¬ 
ceived a serious blow. The area under indigo was greatly reduced. 
In 1896-97 there were about 17 lakh acres under this crop ; in 1940-41 
only 65,000 acres were planted with indigo. The principal producing 
provinces are Madras, the United Provinces, Bihar, the Punjab and 
Bengal. The future prospects for this crop are not very bright as* 
India cannot now revert to make dyes out of it for her own consump¬ 
tion or export. 

(vi) Opium* The area under opium has also declined. Govern^ 
merit stopped all exports to China, under the agreement of 1907, and 
to other countries under similar later agreements. In 1906-07 there 
were 614,879 acres under opium in British India. This figure fell to 
only 5,816 acres in 1940-41. The cultivation of poppy is now carried 
on under a system of Government licence for medicinal purposes 
only. The chief producing areas are Malvva and U. P. India has made* 
large sacrifices of revenue to meet her international obligations, 

(vii) Tobacco . India is the third largest producer of tobacco 
after U. S. A, and China. India produced 2,42,000 tons of tobacco im 
1948 on 784 lakh acres. Tobacco is grown all over India, but Guntur, 
Kistna and Godaveri districts of Madras produce best Virginia tobacco* 
used for cigarettes. Guntur, the home of the Central Research* 
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Station, is the chief market. In 1948 Rs. 8,79 lakhs worth of tobacco 
was exported and in 1949 Rs. 10,32 lakhs worth. U. K. is the chief 
market. Dr. Jagjiwan Singh has been recently appointed Liaison 
Officer in London by the Indian General Tobacco Company. To 
develop her own cigarette industry India must carry on steady 
research in growing good leaf tobacco as well as train expert flue- 
curers and thus become self-sufficient in cigars, cigarette and pipe- 
tobacco. Efforts are being made to reduce the imports of tobacco 
into India and to increase the exports of indigenous tobacco as far as 
possible. The following table indicates the result of these efforts: — 


{In million lbs.) 



From 1st April 1949 
to October 1949 

Corresponding period ofJl948 

Imports 

; 4.5 

8.3 

Export b 

35 9 I 

30.8 


(viii) Fodder Crops. In 1940-41 there were 10'5 million acres 
(compared to 2.94 million acres in 1901-2) under fodder crops in 
India, mostly in the Punjab, Bombay and 1J. P. But m view of the 
large cattle population, this area is not adequate. In recent yeirs the 
Agricultural Department has been paying attention to the problem 
of growing better fodder crops and of storing fodder. Among other 
grasses Egyptian clover and berseem have been successfully introduced. 

(ix) Cinchona. Cinchona is mainly grown on Government cin¬ 
chona plantations in Darjeeling and the Nilgiris. Government 
plantations were started as early as 1682* During the war the 
supply of quinine became a serious problem Attempts are being 
made to plant more cinchona trees in India. 

(x) Rubber . Rubber is mainly grown in Southern India - Madras, 
Coorg and Mysore State. The total area under rubber in India in 1919 
was 1 62,000 acres, which yielded 35 million ibs. of rubber. Due to a 
heavy fall in prices in pre-war times, production and export of rubber 
were regulated under an international scheme. This considerably 
helped the market. During the war efforts were made to grow more 
natural rubber and also to find alternative sources of rubber. India 
has to import a few hundred tons of rubber every year. To m ike 
up the deficiency the Indian Rubber Board has framed a new scheme 
under which high-yielding trees will replace the low-yielding 

so that the present output of 15,500 tons will increase to 41,000 at 
the end of 20 years. Synthetic rubber is now produced m f he 
U. S. S. R., the U. S. A. and elsewhere whioh competes in price with 
the natural rubber of India, Ceylon and Malaya. 

{xi) Oilseeds. Oilseeds grown in India are of two kinds, edible 
and non-edible. Groundnuts belong to the former kind, while rape 
.and mustard, castor and linseed are non-edible. Groundnuts are the 
most important. Their importance can be judged from the foil wing 
.table :— 

Groundnuts 

Year. Area (acres ’000). Yield (tons 000). Exports (Rs. crores). 

1947- 48 10,079 3411 120 

1948- 49 9,078 3073 175 

1949- 50 9*625 3276 (Estimated) 140 (Estimated) 
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Madras has the greatest share in the groundnut acreage, being 
about 4 million acres, followed by about 2 million acres in Bombay, 
P5 million acres in Hyderabad and *0 million acres in C. P. and 
Berar, Before the devaluation Indian prices were higher than world 
prices* Hence the Indian Oilseeds Committee recommended steps to 
lower the cost of production by adopting more efficient methods of 
cultivation and marketing. India exported 28,000 tons of ground¬ 
nuts during the six months April to September, 1949, against 
17,200 tons in 1948 during the same period. She also exported 
2*9 million gallons of oil during these six months of 1949 against 
5 0 million gallons during the same period of 1948. Switzerland, 
Norway and Italy are our best customers for seeds and U. K., 
Burma, Mauritius and Italy for oil. The Government of India are 
trying to encourage exports of oil in preference to that of nuts. 

Total area under other oilseeds (rape and mustard, sesamum, 
castor, linseed, copra, etc.) in 1949 was 13*3 millions against 
14 million acres in 1948 with a yielded 1*6 million tons in 1949 
against 1*7 million tons in 1948. In their case too Government 
policy is to encourage the exports of oils rather than seeds so as to 
retain the oilcake for feeding cattle. Linseed is the most 
important out of all these. In 1948-49 the area and yield of 
linseed was placed at 3*9 million acres and 4,39,000 tons respectively. 
Exports of linseed oil during this year aggregated 2*3 million gallons. 
We are not exporting any linseed oil to 8outh Africa which was our 
best customer in 1946-47. Australia is our current best customer 
for linseed and its oil. Other principal purchasers aie Mauritius, 
Italy, Egypt, Now Zealand, U. K. and Pakistan. 

The exports of castorseed and oil have fallen greatly in 1948-49. 
Efforts are being made to improve the quality of the product to 
encourage its experts. 

Rape seed (snrson) should not be confused with mustard. It 
is cultivated mainly in North India i e., U. P., Punjab, Bihar and 
Bengal. Rape seed is exported to U. K., Italy, Belgium and France. 
U. P. is the leading producer of sesamum and it is exported 
largely to continental Europe. It has an area of more than 3 million 
acres under it. East P&kistau is our best customer for mustard oil. 
Along with rape it has an area of four and a half million acres under 
it with a yield of over 4 lakh tons for both. 

Copra yields edible oil which is used for cooking purposes and 
for making Margarine and Vanaspati. It has about 1*5 million acres 
under it. Coconut grows in islands and near the sea side in tropical 
climates. 

12. Need for Increased Production. The vast majority of 
rural population of India lives perpetually on the margin of sub¬ 
sistence. The various estimates of per capita income in rural areas 
put it at a very low level indeed. According to JDr, Rao, while 
ineoxae per head in urban areas in 1931 was 11$. 162, in rural areas 
it was onlv Rs. 48. For 1948-49 the Eastern Economist estimates 
per captTa income from primary resources at Rs. 148 against Rs. 385 
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jper head from industry. The only method to improve rural income 
is to increase total agricultural production. 

Looking at the problem from another angle it is seen that 
India is faced with a serious shortage of food. This shortage was 
•first realised during war days due to the export operations of the 
•United Kingdom Commercial Corporation and stoppage of imports 
from Burma, In spite of the “Grow More Food” campaign of the 
♦Government this shortage has persisted, nay, it has tended to grow 
Worse. Till 1947 there was no system and not enough vigour in 
.this campaign. While things were deteriorating the population was 
/growing at the rate of 40 lakhs a ye&r. As a consequence the 
Government were compelled to import large quantities of food grains 
from abroad. ' 

With the achievement of Independence in 1947 the seriousness 
of the situation has been realised by Government and they have 
‘determined to increase production of food grams so as to make the 
country self-sufficient. The deficit in balance of payments and the 
impasse in trade with Pakistan are further forcing the Government 
to increase production of cotton and jute too. The Government 
have declared their intention to stop imports of all food grains by 
March, 1952 and to make up the deficit in industrial and food 
requirements as early as possible through the following ways : •— 

\ 1, Land reclamation through mechanized cultivation. 

2. Intensive cultivation and increased production per acre. 

| 3. Harnessing water resources of the country. 

We will discuss each of these in detail. 

13. Land Reclamation. Out of a total area of 781 million 
acres, 88 million acres are estimated as eulturable waste land. In 
addition there are not less than 10 million acres which were culti¬ 
vated at one time but are now so deeply infested with weeds that 
they are no more under the plough. There is also a third type of 
such waste land, commonly called Usar land, saturated with alkaline 
salts. 

The so-called ‘eulturable waste lands’ are not all truly ‘cultur- 
able’. Qut of.these it would not lie economical to bring more than 
20 to 25 million acres under the plough. In fact they are the 
treasure-house which will have to meet the needs of our growing 
population. 

After the separation of Burma, Tndia was importing abmfc a 
jpi]lio3i tops of food grains a year to make both ends meet. The 
Second World War made things worse as India’s food deficit could 
pot be met from foreign imports. The “Grow More Food” campaign 
did not help matters “as the objectives were too diversified and the 
necessary vigour and drive were lacking.” The partition of the 
country resulted in a further deterioration of the situation. It is 
seen that “though India was left with 82% of the population'. It 
secured only 77% of the total land space, involving greater pressure 
on land.” At the same lime while the birth-rate has continued above 
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355 per milh during 1047 to 1948, death-rate has been falling to 17 in 
1948 and 16 in 1949, thus giving us an increase of 40 lakh mouths 
in a year. It - has,, therefore, become urgently necessary to bring 
more land under the plough. Let us study the possibilities. # 

(a) The area under forests, 109 million acres, is only 14% of ? ^ 

the total* area. Our forest resources are not enough. Efforts have to /, 
t>e made to increase this area to at least 26% of the total to provide^*, ^ 
us with more grazing facilities, give us more fuel and timber and ^ 

reduce erosion. Hence no portion of the forest area can be used for i>, , t 
•cultivation. 4 . 

MS v ^ i 

(b) The Government have prepared plans to bring under culti¬ 
vation 6*2 million acres during the, next 7 years. 

The weed-infested lands are first-class grain producing areas. 

JCans and Hariah or Dub are the weeds which have made these 
areas uncultivable with indigenous implements. Only special 80 H. P. 
tractors with special ploughs which penetrate 12* deep can 
stand up to this work. As these lands are all already settled, no 
colonization expenditure is necessary. Their reclamation would 
mean 3 million tons of food annually from 10 million acres. 

The reclamation of new lands presents a more difficult job. 

They are malaria-ridden, and have no communications. There are 
no villages and no drinking water supply. All these amenities have 
to be provided after the clearing the scrubby brush jungle. 

Trees have to be bulldozed and deep-lying roots raked out. Hence 
heavy trac-type tractors and bull-dozers have to be secured. Pilot 
schemes have been launched and thousands of acres already reclaim¬ 
ed Ganga Khadir and Naini Tal (Terai) experiments in U. P. have 
proved very valuable indeed. 

The International Rank lias sanctioned a loan of $10 million 
for the*~purcbase of 375 new heavy reclamation tractors and other 
equipment from U.. S,.. Some of them have been received and are 
working in units of 15 each in U. P., C. P., Madhya Bharat and 
Bhopal. The Punjab has also been allocated some. Workshops 
have been established and skilled staff trained. 

Mechanized land reclamation is being financed by the Govern¬ 
ment of India by loans. Experience has shown that this reclamation 
is self-paying. Weed-infested land costs Rs. 40 per acre and new 
land Rs. 50 per acre to clear. The expense can be easily paid back 
in 5 to 10 years. 

The problem of Usar or alkaline land is a different one but the 
means of reclaiming it are fairly well understood* They can be 
brought under the plough within a reasonably short time. 

H It has been estimated that by the end of 1951, 8 9 lakh acres 
f of land will be reclaimed, which even on a conservative estimate, 
h should yield about 3 lakh tons of food grains* 

(c) ‘Current fallows 1 cover 55 million acres in a year* Such 
lands are in a needlessly high proportion. This reflects the primi- 



80 


INDIAN ECONOMICS 


tiveness of our agricultural methods. It is a remnant of days when! 
leaving land fallow was the only method of recuperating its powers. 
With scientific manuring and proper rotation of crops this area 
could be saved from being wasted. In Western countries fallow^ 
has been replaced by intertilled row crops like corn, potatoe 
and roots. This will involve a change in the character of our 
agricultural economy allowing more specialization of crops so that 
lands could lie put under those crops only for which they are best 
suited. The present subsistence farming system will have to be 
given up. 

14. Scope for Intensive Cultivation. Targets for Yield, We 

^faave seen that the cultivated area per head of population in India 
comes to about four-fifths of an acre. In Japan the cultivated area 
per head comes to less than one-third of an acre. But as the pro¬ 
ductivity per acre in Japan is much higher than in India due to 
the application of intensive methods there is not such a big deficit 
in food there. Yield per aere in India is almost the lowest in the 
world. The following table makes this point clear. 


A Comparative Study in yield (lbs, per acre,) 1 





1947 

1 . 

Cotton (Ginned) 

India 

66 



Pakistan 

141 



Egypt 

482 



U. S A. 

_208 

2. 

Kies 

India 

710 



China 

2jh7 



Japan 

3.185 



Siam 

1.124 

3. 

Wheat 

India 

588 



Pakistan 

885 



Aus! rnlia 

964 



Canada 

839 



U. S. A. 

MOO 

4, 

Sugarcane 

India 

34,944 ' 



Java 

113,570 



U. S. A. 

43,270 


Figures for India and Pakistan in the above table have beexr 
calculated from the data for 1948-49 given in the different numbers 
of Agricultural Situation in India These figures are very 
interesting indeed. They clearly show how Pakistan can produce 
more per acre than India of almost every commodity. The greater 
Pakistan yield is the result of better water-supply conditions there. 
There is no reason, bov ever, why India should not only catch up 
but ultimately surpass this yield when her river projects and other 
irrigation schemes get into full stride. 

The case of Japan is very instructive for India. It is a country 
of small cultivators who, like Indian peasants, use very* few modern 
mechanical methods. The problem of irrigation, however, is not 
so difficult there as is the case in India. The high yield per acre 

1. Agricultural Situation in India and F. A. O. Year Book of Agriculture 
1048. 4 * 
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in countries like the U. S. A., Canada and Australia is obtained by 
large-scale agriculture carried on over holdings running into hund¬ 
reds of acres by modern machines and through scientific methods of 
cultivation. This high productivity per acre also implies high produc¬ 
tivity per man , But when the population lacks alternative produc¬ 
tive avenues of employment as in India, it is better to aim at high 
productivity per acre even though it involves engaging a large number 
of workers. So long as the pressure of population on laud remains 
what it is, intensive methods of cultivation should involve less ex¬ 
penditure of land and capital and more of labour. 

There are immense possibilities from intensive farming in India 
Not only the yield is low for India as a whole but there are wide 
variations from State to State. For instance, in 1948-49, yield of rice 
per acre varied from 961 lbs in Madras to 586 lbs in Bihar ; of wheat 
from 809 lbs. in Punjab to 122 lbs in Hyderabad ; of gur from 
7,395 lbs in Bombay to 2,272 lbs in Punjab and of cottonfroinl26 lbs 
in the Punjab to only 43 lbs. in Baroda. These differences are partly 
due to natural factor^ such as the soil and rainfall, but to a large 
extent they are due to differences in the methods of cultivation. 

India is in a fix today. Her population is increasing while her 
total production is stationary, if not deteriorating. Her balance of 
trade is unfavourable ; the main cause of winch is insufficient food 
production at home and consequent heavy imports of food from 
abroad. To make up the deficit a quick increase in the produce of 
food crops and non-food crops (mainly cotton and jute) is urgently 
needed. This is possible only if not only every possible new acre of 
land is brought under the plough but if side by side, the yield per 
acre of old land is also increased. We have seen that efforts are 
being made to reclaim more land—the limit being set by the avail¬ 
ability of machinery. This remedy is a long term one. The quickest 
method to have more production is to increase the yield by im¬ 
proving methods of farming. The Central and State Governments in 
India have assessed the capacity of each State for increased produc¬ 
tion and fixed targets to be achieved by the end of 1951. The total 
of these targets comes to 40 lakh tons of food grains, 8 lakh bales of 
cotton/and the maximum possible increase in jute. 

^15. Causes and Remedies of Low Yield. The best way to cure 
a disease is to find out its various causes. The causes of low yield 
aro the same as the causes of backwardness of Indian agriculture. 
Broadly speaking, anything that handicaps the cultivator in the 
t exploitation of land is responsible for the low productivity of Indian 
j agriculture. The main causes of low yield in India are : uneconomic 
holdings due to sub-division and fragmentation ; inferior seed and 
1 primitive methods of cultivation ; obsolete implements; inadequate 
’ ^manuring and irrigation ; lack of capital and adequate marketing 
f facilities ; defective physical and chemical properties of tfie soil; 


1 , Figures have been calculated from htatistice gnen m Agricultural 
Situation in India, for 1949. 
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{j poverty, ill-health, ignorance and conservatism of the peasant and 
|| nis indebtedness ; and defective systems of land tenure. 

Each of these objects will claim our attention in the following 
chapters. We shall make a close study of the problems of Soils, 
Holdings, Land Tanures, Methods of Cultivation and Equipment, 
Irrigation and Famines. Generally speaking, however, the yield per 
acre may be improved in the following ways 

(i) Better rotation of crops. 

/ (it) Greater specialization of cropping according to the 
/ qualities of the soils in different localities. 

{Hi) Sowing of improved and selected seed. 

(it;) Better manuring, better cultivation, regular and sufficient 
water supply. 

(v) Reduction in the damage caused by man and beast, 
diseases and pests. 

As regards the rotation of crops, unless the size of his holdings 
is considerably enlarged, the Indian peasant has very little to learn 
from the expert. The accummulated experience of ages has taught 
him what crops should follow each other to give best results. 

Too much specialization of cropping in distinct localities is not 
desirable. A variety of crops grown by the same village serves as 
an insurance against price changes and unfavourable seasons. 
Reasonable specialization in the case of certain staples like cotton, 
wheat and oilseeds, however, can improve the yield. 

As regards selection and improvement of seed, the efforts of 
the Departments of Agriculture, Provincial and Central, have 
achieved very striking results in this connection. Improved varieties 
of wheat, cotton, sugarcane, etc., have considerably increased pro¬ 
ductivity per acre where they are sown. There are further possibi¬ 
lities in this direction. 

Better nutrition of plants involves better methods of cultiva¬ 
tion, application of necessary quantities of manure and proper irri- 
gational facilities where rainfall is not adequate. Much has been done 
in this connection too, though much still remains to be done. Canal 
irrigation has been extended. The Agricultural, Co-operative and 
Rural Reconstruction Departments have been impressing on the cul¬ 
tivator the importance of conserving the manure that he wastes 
and bums. Lack of fuel facilities has, however, stood in the way. 
Better implements, suited to the small pocket and the small holding 
of the cultivator, have been evolved by the Agricultural Depart¬ 
ments, though they have not been widely taken up due to the lack 
of capital resources of the average peasant. Utilization of the co¬ 
operative principle in this connection can work wonders. 

Finally, the problem of fencing against man and beast can be 
simplified, like so many other problems connected with cultivation, 
by consolidation of holdings. The movement towards consolidation 
should be accelerated by propaganda, persuasion and where necessary 
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by tli© force of law. The problem of the small unit of cultivation 
could be finally solved by the introduction of a system of joint 
management. As regards pests and diseases, the Agricultural De¬ 
partments have done useful work in the investigation of the nature 
of such diseases and in suggesting methods of their control. These 
ideas require greater propagation. For these remedies to yield maxi¬ 
mum results, a programme of general and agricultural education is 
necessary to prepare the peasant to receive new ideas. In the mean* 
time, however, all efforts at improvement should continue. 

r 16. The Main Remedy. Co-operative Farming. The remedies 
discussed in the above section will, however, be useless till the 
peasant cultivator has an economic holding. A fragmented and sub¬ 
divided holding of a small size is not a problem peculiar to India. 
European countries, too, have had to face it. A study of the 
measures adopted in countries like France, Denmark, Germany, etc., 
will help us to proceed in the right direction. If farming has to be 
improved in India, the size of the cultivators’ holding must be 
enlarged. Russia has done it through nationalization of land and by 
converting agriculture into a State industzy Some countries like 
England, have still got big zamindars. None of the two plans can 
be adopted in India, however. The first is not feasible because it 
does not suit the Indian genius. The second is not desirable from 
the social point of view. Besides, the Congress is pledged to abolish 
zamindaris and to hand over the land to the tillers of the soil. There 
is, however, a third remedy - joint farming or co-operative farming 
through which the farmers can retain interest in their land and at the 
same time secure all the economies of large-scale farming. Joint 
co-operatives have been established in several countries of the world, 
the most important being Palestine, Mexico, U.S.A., etc. These 
co-operatives have succeeded in introducing advanced methods of 
farming in backward areas. The peasants have successfully increased 
the yield per acre and improved * their standard of living. The 
Kvutza co-operatives in Palestine, in which all property is held in 
common, have worked wonders “in developing higher values in life, 
viz., social responsibility, self-control, self-discipline and a sense of 
solidarity,” Mr. Handrik F. Infield, author of 4 Co-operatives 
Countries at Work ” and Sir Daniel Hall, a noted original Scientist, 
speak highly of the methods of co-operative farming to obtain 
increased production and higher standards of living of the masses in 
rural areas. 

There is a vast scope for co-operative farming in India. The 
Zamindari system should be abolished as quickly as possible and the 
lands acquired by the Stats. They should be split up into economic 
holdings and given to such tenants as will actually cultivate them 
and not sublet them. Moreellement of such holdings should be 
forbidden by law. Besides, cultivable waste lands amounting to 
88 million acres are being brought under the plough under land 
reclamation schemes and multi-purpose river pr ojects gradually . 
Their cultivation should * be^urgTtntzsd orra" co- operati ve “basis. This 
co-operative forming should include all branches of agricultural work. 
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Private ownership of land should be permitted in these co-operatives 
but working should be in common and the distribution of produce 
should be in accordance with the contribution made by each member 
in respect of labour, implements and cattle. 1 Joint farming has 
much scope even in Ryotwari areas. Holdings can be consolidated 
and farmers encouraged to pool their lands voluntarily for the 
purpose of joint cultivation. In the Punjab where lands are being 
allotted to displaced refugees, the principle of co-operative working 
can be actively propagated through liberal grants and loans to such 
societies as promise to function co-operatively. 


i. N.P.C. Report on Land Policy and Agriculture , 



CHAPTER VI 

SYSTEMS OF LAND TENURE 

1. Introduction. We have already studied the distribution 
and nature of crops grown in India. Before we pass on to the 
consideration of the character of holdings and the equipment availa¬ 
ble for their exploitation it is necessary to have some idea of the 
legal position of the cultivator with respect to his land. This is the 
subject of Land Tenures, We shall find out the rights of the cul¬ 
tivator in the land he cultivates e.j/., rights of ownership, sale, mor¬ 
tage, etc., and also find out how far these rights are recognized by 
law or custom. 

The importance of the study of Land Tenures is threefold : 
Firstly It is necessary, from the point of view of the $iate, to locate 
the ownership of a particular piece of land, because it is the owner from 
whom the State has to claim the land revenue. Secondly , the repercus¬ 
sions of the system of land tenure are very far-reaching on the pro¬ 
ductivity of land and the general agricultural progress. For instance, 
an owner-cultivator will exploit his land with much greater zeal and 
will be much more anxious to introduce permanent improvements 
into it, than a tenant who has to share the fruit of his labour with a 
landlord. Thirdly , this system determines the standard of living of 
the majority of people in the country. For agricultural advance¬ 
ment, for peace and contentment, a just and stable system of land 
tenure is a very necessary condition. The best system is one which, 
on the one hand, encourages the greatest production of wealth from 
the soil, and on the other, ensures the welfare of those who work 
on it. 


2. The Cultivator in Relation to Land. A cultivator may 
have the following types of legal relationship to his land 

(t) The ownership of land may vest in the State and the cul¬ 
tivator may have direct relationship with the State paying the latter 
a specified rent as a tenant. The State can, in this case, legitimately 
claim as revenue from land its true economic rent. Such a system 
is called State Landlordism. This system is the aim of socialism, 
though it may partially exist in capitalistic societies as well. 

(n) The cultivator may himself possess rights of ownership in 
the land. These rights may be of varying degrees. The ownership 
may be absolute—conditional on the payment of land revenue ~*or 
it may be relative, exercised under limitations imposed by law or 
custom in the interest of some other parties. The right of owner¬ 
ship is complete for all practical purposes if the owner can sell, 
mortgage, or pass on land to his descendants. When a cultivator 
himself cultivates his land the system is called Peasant Proprietor - 
ship, A peasant proprietor pays no rent to anyone, but has to pay 
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the land revenue claimed by the State. This system is regarded by 
some as the best system of land tenure. “The magic of private pro* 
per tv/’ said Arthur Young, “turns sand into gold.** The system 
breeds an independent, self-reliant and contented peasantry It is 
common in Punjab, Bombay and Madras but is handicapped by 
small and fragmented holdings. 

(lit) The cultivator may be the tenant of a private landlord . 
This may take several forms, depending on the nature of the land¬ 
lord’s and of the tenant’s rights in land. Thus (a) the landlord 
may have full proprietary rights paying land revenue to the State 
fixed by Permanent or Temporary Settlement or (6) he may be a 
mere receiver whose rent is fixed by custom or law and cannot be 
changed except under specified conditions. 

As regards the tenant (a), he may be an occupancy tenant who 
cannot he ejected from his holding as long as he pays the fixed rent 
which cannot be increased except under given conditions. Or 

(6) he may be a tenant-at-will. The landlord can eject such a 
tenant when he likes and can charge from him as much rent as he 
can. This leads to a floating tenant population and rack-renting, 
especially where demand for land is acute. Or 

(c) he may be a sub-tenant or the tenant of a tenant. This 
happens when the tenant does not himself cultivate the land but 
sub-lets it and lives on the difference between the rent he pays to 
his landlord and what he charges from his sub-tenant. The sub-tenant 
may again sub-let a part or the whole of the land and the process 
may continue indefinitely. “In one estate in Bakarganj,” wrote 
the Bengal Banking Enquiry Committee, “there are as many as thirty 
intermediate tenures (between the proprietor and the cultivator) 
One under another ” This process of sub-infeudation , as it is called, 
is mostly found in Bengal and other permanently settled areas. 
There is in these lands a host of rent receivers all of whom are 
supported by the labour of the cultivator, but none of whom have 
any incentive to clo anything for him. Such a system is the worst 
from the point of view of agricultural progress. 

When the landlord becomes a mere rent receiver, or an absen¬ 
tee landlord, and the tenant has no stake in the land, the cultivators 
degenerate into agricultural labourers with no interest in the land 
they cultivate. Such a situation is full of potentialities for political 
upheavals. In a good system of land tenure there are no inter¬ 
mediaries between the State and the actual cultivator of land. 

3. Systems of Land Tenure. We can now proceed to discuss 
the main systems of land tenure prevailing in India. Baden Powell, 
one of the authorities on this subject, gives in the following table 1 
the various interests that may intervene between the cultivator and 
the Government:— 


1. Land Revenue andJBrtiiah India, p. 129. 
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One interest. 


1. The 
Government 
is the sole 
proprietor, 
i.e., State 
Landlordism. 


Two interest*. 

1- The Gov- 
eminent. 

2. The ryot or 
ooeupant 
with a defined 
title (not a 
tenant) as in 
Madras, 
Bombay Berar, 
i.e. Ryotwari 
system. 


Three interests, 

1. The Govern¬ 
ment. 

2. A landlord 
(Zemindar, 
talukdar, or a 
joint village 
body regarded 
a* 'one') 

3. The actual 
cultivating 
holders, 
individual co- 
sharera, etc., 

*.e, Zamindari 
system. 


Tow interests 

• 1. The Gov- 1 1. The Gov¬ 
ernment. * eminent. 

2. Landlord. 2. An over- 

3. Sub-proprietor lord* 

or tenure holders. 3. A pro- 

4. The ryots or prietor 

actual cul- landlord, 

tivatora. usually a vil¬ 

lage body. 

4. The actu 
al cultivating 
holders, indi¬ 
vidual co¬ 
shares, etc., 
i. e.. Mahal, 
wari system. 



i 


U 

d 


1 


Leaving aside State Landlordism, which is of minor importance, 
there are thus three main types of Land Tenure in this country ; 
Ryotwari, Mahalwari and Zamindari. 


According to the figures of 1937-38, the area under the three 
main types of land tenures was distributed as follows : 



Area in 
million 
acres 

Percenti?e 

Mam Province where 

Kind of Tenure. 

of total 

found 




Madras, Bombay, Sind 

Kyoiwari 

183 

36% 

Assam 

Zamindari (Permanent 
Settlement) 

130 

25% 

Bengal, Bihar, Madras 
and Orissa 

Zamindari and Mahal¬ 




wari (Temporary 
Settlement) 

199 

39% 

C.P., Punjab, U. P. 


We shall now discuss each of these systems separately. 


4. Ryotwari Tenure. This system was first introduced in 
Madras in 1792. Later it was extended to Bombay. In the Madras 
Administration Report for 1855-50 the Ryotwari system is.\ 
explained as follows : ''Under the Ryotwari system every registered if 
holder of land is recognked as its proprietor and pays direct to | 
Government. He is at liberty to sub-let bis property, or to transfer > 
it by gift, sale or mortgage. He cannot be ejected by Government 
so long as he pays the fixed assessment and has the option annually c 
of increasing or diminishing his holding or of entirely abandoning jJ 
it.” 1 In the Punjab colonies also the system of tenure is similar., 
“In the great canal colonies,” says Calvert, “every single grantee or 
purchaser holds directly and individually under the State from which 


1. Baden Powell-—Land System of British India > Vol. I., p. 235. 
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be has derived his rights, and each is bound by his separate agree¬ 
ment to pay land revenue. This approaches to the ryotwari system 
of Bombay and Madras, except that the areas here are larger.’* 1 

Some writers think that under the ryotwari system the State is 
the landlord. It is argued that : (a) 4he State can resume the land 

if the cultivator does not pay the land revenue ; (b) the waste land 
belongs to the State ; (c) the cultivator has the option of leaving 
the land if he does not think it worth his while and the State 
resumes it, 

(a) On the other hand, it is argued that ownership is never 
absolute. All property held by a citizen is held conditionally on the 
payment of the tax due on it. The State can resume any land if its 
demand on it is not paid. 

(b) The waste land may belong to the State, but this is no 
argument for the State ownership of the cultivated area. The 
proprietary rights are conferred in the case of the latter and not in 
the case of the former, until it is also brought under cultivation. 
In the Mahalwari System in the Punjab, however, the proprietary 
rights in the common waste of the village vest in the village pro¬ 
prietors collectively until it is partitioned. 

(c) The cultivator’s option to leave the land if he thought it 
not worth the revenue assessed, also does not prove that the State 
regarded itself as landlord. This option was given not to preserve 
any proprietary right of the State, but in order to induce the 
cultivator to undertake the cultivation of land at a time when pro¬ 
prietary rights in land were not much valued and to assure him that 
he was not going to be forced to cultivate the land. 

We conclude therefore with Kale, that the so-called “occupant” 
of “Government land” in Bombay (and Madras) “is as much a pro¬ 
prietor of his land as his brother, the zamindar of Bengal, the only 
difference being, that in the case of the latter, the land tax is per¬ 
manently fixed, whereas in the case of the former, it is liable to 
periodical enhancement.” 2 

- The main advantage claimed for this system is that there is no 
snb-infeudation and the cultivator is in direct relation with the 
Government. There are no intermediaries as are found under the 
Zamindari system On account of sub-letting of land by the 
occupier, however, this advantage has tended to disappear though 
conditions are not as bad in this respect here as under the Zamindari 
system. It has also been pointed out that the land in these areas 
is passing into the hands of non-agriculturists, the number of landless 
labourers is continually increasing and the size of the holding is 
becoming progressively smaller. 

The system is also defective as regards the method of assess¬ 
ment of land revenue. It leaves a great deal to the discretion of the 

1. Calvert— Wealth and Warfare of the Punjab , p. 179, 

2. Kale —Indian Economics f Vol. II, p. 78!. 
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Much of this estimate is based on metfe guess 
woi$^. Another defect of the system is that the individual .assess* 
ihent of every holder has destroyed the collective basis of village "life 
and has thus led to the decay of the village community. 

5- The Mahalwari Tenure. This system was first adopted in 
Agra and Oudh and was later extended to the Punjab, Its principles 
were laid down in Regulation IX of 1833. Under the Mahalwari or 
Joint Village Community system land is held Jointly by co-sharing 
bodies of village communities, the members of which are treated as 
“jointly and severally liable for the land revenue ” The most typical 
of such tenures is found in East Punjab. “In the old settled 
districts of the East,” says Calvert, “the soil, but not always the 
minerals beneath it is held in full proprietary right, subject to the 
payment of revenue by the village community in common. The 
State is supreme landlord and retains important rights of resumption 
for public purposes, or for serious crime or for failure to pay the 
revenue, or for refusal to accept the new demand for settlement, but 
these are so rarely used that the full right of the village community is 
Seldom disturbed and the rights of the State are apt to give way to 
the duties and responsibilities of a great landlord.” He adds a little 
further : “If any owner abandons his land, it would be taken over by 
the proprietary body. Both in law and in practice the rights of the 
village community are carefully preserved ; they are the owners of 
all the village ‘common’ or shamilat , with its trees, grass, etc., and 
they own the site of the village buildings.” 1 

Land in the joint villages may oe shared in a variety of ways. 
Three kinds of villages may be noted : 

(i) Ancestral villages, where the owners descend from the same 
ancestor. The share of each here depends on his position on the 
genealogical tree. In some of these villages land is not divided but 
is held jointly like the property of a Hindu joint family. In others 
division takes place according to the ancestral share system ( pattidari ) 
and in still others division is partial, though on the ancestral system 
(imperfect pattidari ). 

(ii) Non-ancestral villages, in which sharing takes place under 
the customary or hhaichara principles. This sharing may take place 
in various ways - in equal lots ; according to the number of ploughs 
owned ; according to shaie in water or in wells. The Jand, however, 
is still regarded as jointly owned. 

{Hi) Villages in which existing holdings are recognised as they 
are and there are no definite rules for sharing. 

The rules of sharing in each case depend on how a joint village 
originated. They were formed in one of the following three ways :~~ 

(i) Ancestral villages were formed by the descendants of a per¬ 
son who may have been a founder, a grantee, a revenue farmer or a 
ruling chief reduced to the position of a landlord. 


1* Wealth and Welfare of the Punjab, pp. 169-70. 
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(ii) The owners may belong to an immigrating or conquering 
class with land allotted according to the ; r customary methods. 

( in ) The owners may have been a group of people who colon* 
ised the place and established cultivation on the joint stock principle. 

In a typical joint village the owners are themselves the culti¬ 
vators—peasant proprietors. In some cases, however, land may 
be cultivated by tenants who pay rent to the owners either in cash 
or in kind (batai system). Tn other cases, a comparatively large 
owner gives a part of his land to tenants to cultivate and works the 
rest himself; in still others, a small holder supplements his holding 
by getting some land on rent. The best results of cultivation are 
obtained, however, when a peasant proprietor possesses just enough 
land which he can himself economically cultivate with the help of his 
family and perhaps a few hired labourers. This would be an ideal 
system if the cultivators pooled their resources on a co-operative 
basis and used modern mechanical methods of cultivation. The 
peasant proprietorship system dominates in the Punjab, though the 
hojdin gs are often not as large as they should be. In such cases 
joi nt farming is absolutely essential to get the maximum yield from 
land. 

In the case of some joint villages (e.g., in Agra and Oudh) 
certain overlords have arisen (Talukdars) and original proprietary 
rights have degenerated into sub-proprietary or tenant rights. In 
C. P. the basis of settlement is the same as in the Mahalwari system 
of Agra. The difference is that the State has recognised Malguzars 
as heads of villages. They were revenue farmers under the Mahrattas, 
and were given proprietary rights as a “gift” by the government. 
As a result the old village community broke up and the original 
intention to keep the joint character of the village has not been 
realised. 

6. Zamindari Tenure. Under this system one or more 
persons own a village or villages and are responsible for the payment 
of revenue on the whole estate. Such villages are typical of Bengal. 
They also exist in Agra and Oudh where they have talukdars, but 
they are exceptional in the Punjab. The Malguzars of C. P. are not 
landlords in the Bengal sense. A variety of landlord estates are 
found in Bombay. In Madras also there are some big zamindars of 
the Bengal type. 

From the point of view of the period 1>f land revenue settle¬ 
ment, the Zamindari system is of two types ; the Permanently 
Settled Estates System under which the land revenue demand is 
fixed in perpetuity as in Bengal and parts of Madras, and the Tempo¬ 
rarily Settled Estates System in which land revenue charge is revised 
periodically, usually after 30 to 40 years. 

The proprietary rights of the zamindars developed gradually. 
Originally lands belonged to those persons who or whose ancestors 
cleared them. The rulers levied a tax on them. During times of 
political insecurity and foreign invasions the original proprietors 
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were dispossessed by the conquerors and reduced to the status of 

tenants^ In some cases conquerors were in their turn expropriated 
by new invaders. Many of the present landlords have descended 
from revenue farmers or princes reduced to the status of landlords* 
The proprietary rights of all these were later recognised by the 
Government in return for revenue payment. 

As a rule the owners of these big estates do not cultivate them 
themselves and tenant cultivation predominates. But between the 
tenant cultivator and the landlord who is responsible for the payment 
of revenue to the Government, are often found a host of rent- 
receivers who are called by various names viz .— 

(i) Tenure-holders of Bengal . They possess the privilege of 
“permanent, heritable and transferable tenure held at fixed pay¬ 
ment. 9 * The Act of 1885 recognised all those as tenure*holders who 
owned one hundred bighas of land under the zamindar. 

(it) Pattidars. They are also found in Bengal. They were 
given permanent managing lease of a part of the t state by zamindars 
who found their estates too big to manage alone. Pattidars in their 
turn created tenants, called dir pattidars, who had similar privileges 
and shared revenue responsibilities. The Bengal Regulation of 1819* 
recognized such sub-proprietary rights. 

(in) Malguzars were artificially created in C. P, to fix the 
revenue responsibility on one person. This necessitated the recogni¬ 
tion of sub-proprietary rights for the earlier proprietary landlord body. 

(iv) In Oudh some village proprietors were able to preserve 
their independent management, subject to the payment of rent to 
talukdars. Their sub-proprietary rights have been recognized by a 
separate settlement which fixes the rent payableto the talukdar, 
who in his turn pays revenue to the Government. The sub-pro¬ 
prietors may themselves cultivate the lands or have tenants. 

7. The Zamindari System Criticized. The Zamindari system 
is the product of British rule. It was introduced on the analogy of 
the British land system. The revenue farmers whose duty was 
merely to collect land revenue were given proprietary rights in the 
lands under their jurisdiction. This was partly due to the British 
administrators’ ignorance of Indian conditions and partly for con¬ 
venience of collecting revenue. The revenue was fixed in perpetuity 
in earlfer settlements. Later the policy of permanent settlement 
was given up even where landed estates were recognized. 

The chief interest of the East India Company was in getting 
maximum revenue and ensuring its collection and not in the culti¬ 
vator of the soil It was also possible that the Company wanted 
to*create interests whose fortunes were bound up with the stability 
of the British rule in India and strengthen it. More sympathetic 
critics attribute this policy to the British desire to create leaders of 
the people in the country-side, but the first view is the more correct 
one. 
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Whatever be its original intentions, the system has not been 
beneficial. Combined with permanent settlement it has robbed the 
State of its legitimate share of the increasing net profits from land, 
It may have strengthened the foundations of alien rule, but this 
consideration is out of date now when that rule has already ended. 
Prom the Indian point of view it had no merit. Par from becoming 
leaders and guides, landlords became absentee parasites. Apart 
from not having realised the intentions of the creators of the system, 
the Zamindari tenure has proved positively harmful to cultivators 
and the agricultural progress of the country. The cultivators have 
suffered from oppressive rack-renting and insecure tenure. Agricul¬ 
ture has suffered from the indifference of landlords whose main con¬ 
cern has been to squeeze out maximum rent from the tiller of the soil 
without contributing anything to agricultural progress. The culti¬ 
vators have had no incentive to improve the land and to introduce 
scientific methods of cultivation. Frequent enhancement of rent 
and the constant fear of ejectment have discouraged all enterpise on 
their part. 

The unprogressiveness of the Indian Zamindar—who is invari¬ 
ably an absentee landlord—has been universally recognized. In the 
words of the Bengal Land Revenue Commission of 1940, the 
absentee landlord “has become an incubus on the working agricul¬ 
tural population, which finds no justification in the performance of 
any material service, so far as agricultural improvements are con¬ 
cerned, and fails to provide for any effective means for the develop¬ 
ment of the resources of the land.” 1 

In their replies 2 to the questionnaire issued by the Bengal 
Famine Enquiry Commission (1945) the various Provincial Govern¬ 
ments condemned the Zamindari system in similar terms The 
Orissa Government wrote : “The Zamindaris in general, whether of 
permanently settled estates, or temporarily settled estates, not only 
do not introduce any improvement to get better yield or to protect 
the lands from floods or drought but exploit every opportunity for 
realization of enhanced rent or other dues from the tenants ” The 
Bihar Government observed : “The landlord has no incentive to 
provide any facilities to the tenant and merely collects his rent.” 
The Assam Government replied: “While ryotwari tenure induces 
increased production, the opposite is the case in Zamindari areas. 
Under the Zamindari system there is a general feeling of insecurity 
and short of abolishing this outmoded system no other change will 
give full results.” The Madras Board of Revenue opined that ‘ the 
Zamindari system is defective ” According to the Director of 
Agriculture, Madras, if the Zamindari system were to be replaced by 
the ryotwari system “there is no doubt that there will bo an im¬ 
provement in irrigation facilities, the maintenance of records of 
rights, the establishment of co-operative societies and extension of 


1. Bengal Land Revenue Commission Report, p. 37. 

2. Bengal Famine Enquiry Commission Final Report, Appendix II, pp* 
449-456, 
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the activities of the Agricultural Department*” The-reply from 
the Punjab also condemned the absentee landlord. “The landlord 
has not taken to mechanical farming and still looks to Government 
for the lead.” 

8. Defects of Tenancy Cultivation. Landlordism involves 
tenancy cultivation. It is recognized that such cultivation tends to 
be much less efficient than cultivation by peasant proprietors. 
“Give a man the secure possession of a bleak ro^k,” wrote Arthur 
Young* “and he will turn it into a garden; give him a nine years* 
lease of a garden and he will convert it into a desert.** In Denmark:" 
it was found that tenancy led to indifferent cultivation. Speaking 
about tenants in the Punjab, Calvert wrote : “They generally take 
less care in preparing the crops, plough land less often, manure it 
less and use fewer implements upon it than owners. They grow less 
valuable crops, especially avoiding those requiring the sinking of 
capital in the land ; they make little or no effort of improving their 
fields ; they often keep a lower type of cattle ; they avoid perennials 
and beRtow no care on trees.” 1 

Batai or Wandai System. Where the tenant pays rent in kind, 
as under the batai or Metayer system, the results are still more un¬ 
favourable. The batai system of the Punjab, under which the 
customary rent is one-half of the gross produce, is not conducive to 
good agriculture. “When the cultivator,” says Marshall, “has to give 
to his landlord half of the return to each dose of capital and labour 
that he applies to the land, it will not be to his interest to apply 
any dose the total return from which is less than twice enough to 
reward him.” 2 Batai rents are sometimes justified on the ground 
that they secure automatic adjustment of rent to prices, and bring 
about good relations between the tenants and landlords. “But these 
advantages are puchased at too high a price ” 3 A survey of 27 
representative tenants* farms in the Punjab showed that the actual 
worker got less than 18% of the net income of cultivation, the rest 
going to the non-working owner who shoulders no risks and is always 
sure of a large return. 

Tenancy, however, is npt to be always condemned. “The best 
agriculture in the world is carried on under the tenancy system 4 
(England). 51 This is beaus© “an English landlord is his tenants 5 
Best friend and spends fully one-third of his rental back on the 
land and its needs ; most Punjab landlords levy double the rent an 
English landlord would do and spend practically nothing back on 
the land.” 5 

It is not, therefore, merely the system of land tenure which is 
the deciding factor. The character of the tenant and landlord 
matter much. When the tenant is easily ejected or no compensation 

L Calvert— Wealth and Welfare of the Punjab , pp. 206-7. 

2. Marshall - Principles of Economics, 1936 ed , p. 614. 

3. Calvert—op. cit., p. 198. 

4. Carvert - Principles of Rural Economics, p. 126, 

6. Calvert—op. cit,, p. 298. 
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is paid for the improvements which he introduces and the landlord 
is merely interested in receiving his rent, the cultivator is bound to 
be indifferent. But when the tenant enjoys security of occupation, 
and is eligible for compensation for improvements made by him and 
when the landlord invests capital in the land, tenant farming can 
show better results than any other system since the landlord’s capi¬ 
tal resources are much greater than those of a small peasant proprie¬ 
tor, But if the choice is between a peasant proprietor and an absen¬ 
tee landlord, who is a mere parasite, the former is to be preferred. 

ffi?) Agricultural Policy. The huge deficits in the food supply 
of India haye convinced the National Government that a mere 
tinkering with the problem will not cure the evil. The malady is 
deep-rooted and needs courageous and careful handling. Conse¬ 
quently the rehabilitation of agricultuie is receiving all possible 
attention. The objectives of our agricultural policy are to 
intioduee such agrarian reforms in the country as will eradicate 
all evils in the cultivation of land in both zamindari and ^yotwari 
areas and maximise production per man per acre. To suggest reforms 
in this direction the Congress appointed an Agrarian Reform 
Committee in 1948, 44 to examine and make recommendations 
about agrarian reform arising out of the abolition of the zamindari 
system, in the.light of the conditions prevailing in the different pro¬ 
vinces” as well as “to report on co-operative farming and methods 
of improving agricultural production, the position of the small hold¬ 
ing sub-tenants, landless agricultural labourers and generally on 
improving the condition of agricultural rural population.” This 
Committee has laid down certain main directive principles which the 
National Planning Commission set up by the Central Government 
under the Presidentship of Pandit Nehru has accepted. Those 
principles are : * 

1. The agrarian economy should provide an opportunity for 
the development of the farmers* personality. 

2. There should be no scope for exploitation of one class by 
another. 

3. There should be maximum efficiency of production, and 

4. The scheme of reforms should be within the realm of 
practicability. 

These principles obviously involve certain major changes such 
as (a) immediate reform of the condition of tenants through legisla¬ 
tion, (b) abolition of zamindari as and when practicable, (c) an 
increase in the unit of cultivation and consolidation of holdings, and 
(d) adoption of scientific methods like mechanized cultivation, 
provision of water and electricity and sufficient finances for the 
various improvements necessary to improve the yield. We shall 
discuss the first two here and the others in later chapters. 

10. Tenancy Legislation. The tenancy problem does not 
arise when the owner of land himself cultivates the land. It arises 
only when he lets out the land to someone else. The problem emer- 
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ged in permanently settled areas when the Government conferred 
proprietary rights in land on revenue fanners* The original holders 
were thus degraded to a subordinate position. In Oudh this prob¬ 
lem arose due to political causes where after the Mutiny it was 
thought necessary to create Talukdars to curb the troublesome 
masses In Agra early settlements were made with the so-called 
Zamindars without inquiry* Such Zamindars were interested in 
realising maximum rent and meeting the revenue demands with a 
part of it. The actual cultivator was reduced to a mere tenarit-at- 
will and his condition deteriorated. The evils of absentee landlordism 
emerged and evictions and rack-renting became so common that the 
State had perforce to protect the tenant by legal measures. The 
Bengal Famine Enquiry Commission thought it was possible to 
improve the zamindari system by making the proprietor perform 
functions of the type performed by Government in ryotwari areas. 
Sir Manilal Nanavati thought it was impossible for the proprietor 
to do so. 1 Hence legislation is necessary for protecting the tenant®. 

The same problem has emerged in Ryotwari areas, too, since 
sub-letting has become common. In some districts in the South, 
the number of cultivating owners is less than of tenants. The 
tenant here is unprotected and has as poor a status as a landless 
farm labourer. The Banking Enquiry Commissions of the Punjab, 
Madras and Bombay speak about this trend in the increase of tenant 
cultivators at the expense of owner-cultivators. It is seen that the 
tenant needs protection of law against harassment and exploitation 
not only in the Zamindari areas but also in Ryotwari arears. We will 
discuss the problem province-wise, as it has had different treatment 
in varying conditions. 

11. Permanently Settled Zamindari Areas : Bengal. In 1793 

land revenue was fixed here at high rates (9/10 of the rent) and was 
to be collected by the Zamindars accredited by the Government. 
Although Lord Cornwallis intended to protect the tenant it was not 
till 1859 that the Rent Act (the first tenancy law in India) was 
passed in Bengal. It was amended in 1885, It gave some protec¬ 
tion to tenants who had held the same land for 12 years. They could 
not be ejected without the decree of a competent Court nor could 
their rent be increased at intervals of less than 5 years. In 1907 
the Act was further amended to guard against enhancement of rent 
by collusive compromises and to remove other defects brought to 
light by experience. In 1928 another Tenancy Act was passed by 
which the tenant was given the right to transfer his holding on the 
payment of a fee and the landlord got the right of pre-emption. 
The Act further strengthened the under-ryot. In 1938 the Congress 
Ministry passed a Tenancy Act to abolish the illegal exactions and 
cesses charged by the landlord from the tenant and reduced the 
interest on arrears of rent to 6 j per cent. The right of pre-emption 
was taken away from the landlords and given to co-sharer tenants. 
The Act was further amended in 1939 and 1940 to prevent fraudu¬ 
lent practices in respect of enhancement of rent and to further pro- 
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tect mortgagors. These laws gave some protection to the occupancy 
tenant and under*ryot, but the position of Bargadars remained 
unrelieved. The Bargadars cultivate one fifth of the land in Bengal 
on a crop-sharing system and are very badly off. The Bengal Rev¬ 
enue Commission recommended a grant of limited occupancy rights to 
them and a reduction in the share 'of the produce given by them to 
the landlord from half to one-third. 

-Madras, In Madras the tenants’ rights were protected by the 
Madras Estate band Act of 1909 which replaced the Rent Recovery 
Act of 1865. Tenants cultivating the estate lands were given 
occupancy rights and could not be evicted so long as they paid pres¬ 
cribed rents. Rents could be enhanced only on certain clearly 
defined grounds. The Congress Ministry tried to confer further 
rights on tenants in 1939 but the Bill could not go through. In 1946 
an Act for the prevention of Eviction of Tenants and Stay of Pro¬ 
ceedings was passed. In 1947 the Reduction of Rents on Estates 
Act was passed. It proposed to fix land rents according to those 
paid in 1802 and cancel all enhancements in excess of it. Ryots on 
permanently settled areas were to have the right of occupancy which 
would be heritable and transferable. 

Bihar- In Bihar the Act of 1934 made the imposition of 
heavy exactions like salamis and abwabs illegal but they went on. 
In 1938, the Congress Ministry passed the Bihar Tenancy Act and 
gave absolute right of transfer of his holding to the tenant, fixed rates 
of instalment on arrears of rent at per cent., made abwabs punish¬ 
able with jail and disallowed increase in rent except on grounds of 
improvement made by landlords. In the same year the Bihar 
Restoration of Bakasht Lands and Reduction of Arrears of Rents 
Act was passed. It provided for restoration to the ryot of lands 
sold in years of depression on payment of arrears of rent at a 
reduced rate. Similar help was given to the ryot in Chhota Nagpur. 
These easures, however gave no relief to the tenant-at-will working 
on a c irp-sharmg basis and no less than 20% of the area is cultivated 
by such tenants who resemble Bargadars of Bengal. 

In these permanently settled areas the gordian knot is pro 
posed to be cut by the abolition of Zamindaris. The progress towards 
abolition has been slow as it would take years to complete payments 
of compensation to the Zamindar and put the scheme into effect but 
the principle has been conceded. 

Zamindari Areas Temporarily Settled. V . P. The Bengal 
Act of 1859 was also extended to Agra, giving right of occupancy to 
tenants occupying land continuously for 12 years or more. The 
Agra Tenancy Act of 1901 provided that a change of holding or 
dispossession for less than a year should not be taken as a break. 
To encourage long leases, ii was provided that leases of 7 years or 
more would work towards occupancy rights. In 1926 non-occupancy 
tenants also obtained life tenure and in return the landlord had his 
rights over sir or khud Jcasht land extended. In 1939 the Congress 
Ministry passed the U, P. Tenancy Act which conferred hereditary 
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tights on tenants enjoying occupancy rights, restricted the gtant of 
sir rights to landlords and limited the area to 50 acres, Tt further Res¬ 
tricted rents to the rates existing between 1895 ana 1905, tad they 
could not be increased for 20 years. The rate of interest on arrears 
was reduced to 6J per cent, and ejections were disallowed, unless ther6 
was prolonged default This legislation provides a fairly effective con- 
f trol against rack-renting in U. P, The Tenancy Act was amended 
in 1947 to restrict the landlord’s power of acquiring land and to 
allow the tenant to pay rent either direct to the landlord or by 
postal money order or deposit it in a court of law. It was also 
laid down that if the tenant paid the rent within a month of eject¬ 
ment for non-payment, he, will have his holding-restored to him. 
The principle of the abolition of Zamindari system has already been 
accepted in U. P. and a Bill passed. 

C . P. The position of tenants in C.P. has been always stronger 
than elsewhere. At the time of settlement the revenue authorities 
not only fixed the land revenue to be charged • but also the rent the 
tenant had to pay. The rights of occupancy were heritable and 
transferable with pre-emption in favour of the landlord. In 1939 
occupancy tenants were further given the right of transferring land 
by mortgage and sub-letting for 5 years. The landlord had the 
right of pre-emption. Sub-tenants could be declared occupancy 
tenants if the land was continuously sub-let to them. Rack-renting 
was not a substantial menace in this province. 

Orissa. It is a province of temporary settled estates. When 
the Congress Ministry came into power in 1938, they passed the 
Bihar Tenancy Act giving the ryot the right to transfer his holding, 
making abtvab punishable with imprisonment, reducing interest on 
all arrears of rent to 6J per cent, and disallowing ali increases in rent 
except for improvements made by landlords. This raised a storm of 
protest. In Orissa the Estates Land Act was amended in 1946 to 
give occupancy rights to the tenants of Inamdars ; the Tenancy Act 
was twice amended in 1947 to give security of tenure to ryots. The 
Estates Land Act was further amended in 1947 to enable reduction 
in rents. 

Ryotwari Areas. Punjab and Bombay have the ryotwari 
system of land tenure. The combined Punjab had 42 per cent land 
under peasant proprietors. Of the rest, 8 per cent was held by 
occupancy tenants and 50 per cent, by tenants-at-will. An occupancy 
tenant is one who for two generations has paid neither rent nor 
service to the proprietor but only a share of the Government 
assessment. He enjoys extensive rights and can hold land so long 
as he pays rent fixed by the authorities. He can pass on land to 
his descendants on the same terms. The only difference between 
him and the owner is that he has to pay a smaller siim. The owner 
is responsible for the payment of revenue to the Government, The 
area with the tenants-at-will has been increasing. 

As a result of the partition of India all the Hindu-Sikh popuh 
lation migrated to (East) Punjab, They left behind much larger 
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< f area in West Punjab than was available in (East) Punjab. Conse- 
* ( quently full quota of land could not be given to the owners. In 
| ike first instance, records of holdings could not be secured. So tp 
\ avoid wasting of standing crops left by the Muslims, a temporary 
1 allotment of land was made in East Panjab in 1947. Now a quasi* 

I permanent allotment has been made on the following basis 

(1) To allot in full to every owner of 8 acres or less of land. 

(2) To make a proportionately less allotment to every owner 
of more than 8 acres of land. 

It may be mentioned that this was an excellent opportunity to 
5 \ compensate non cultivating owners in East Punjab in bearer bonds 
. to be paid in the luture and to create economic holdings which could 
not be marcelled out at the death ol the present holders. But the 
impact of the partition has been so great that it has not been con¬ 
sidered wise to get rid of the non-cultivating owners. Peasants are, 
however, being encouraged to pool their resources and establish 
Co-operative feocieties. All sorts of aid, including tractors, are 
being provided by Government for this purpose. 

Bombay . Tenancy has been governed in Bombay by customary 
law. The need for legislation was, however, felt and the Congress 
Ministry took the first step to pass the Bombay Tenancy Act in 
1939, which came into force in some selected areas in 1941. The 
main provisions are as below : 

(a) A new class of tenants was created which was protected 
from eviction provided they had held land for six years before 1938 
and had personally cultivated it during this period. 

(b) The security of tenure was subject to some conditions such 
as (i) the landlord’s right to cultivate the land himself, (ii) continued 
payment of rent by tenant and (m) cultivating the land himself and 
not sub-letting it. But if ejected the tenant was entitled to com¬ 
pensation for the improvements made by him. 

(c) Procedure by which rent payable by a tenant was to be 
determined in the absence of an agreement was laid down. 

(d) Certain benefits were conferred on all classes of tenants. 
Maximum rates of rent could be fixed on some areas by Government 
Remissions of land revenue by Government had to be given to the* 
tenant by the landlord. Landlords were to be punished for unlaw¬ 
ful exactions. Tenants were entitled [to the trees planted by them 
and compensation for them if ejected. 

(c) No agricultural lease was to be made for less than ten 
years. This was to encourage tenants to improve the land. 

Recent legislation in Bombay is most progressive. As a result, 
a protected tenant cannot be ejected by a landlord, who has in his 
cultivating possession 50 acres or more. The tenant has also a right 
to purchase the land he is cultivating, if his holding is less than 
50 acres, at a reasonable price to be determined by a Tribunal, if 
thereby the holding left to the landlord does not fall in size to less 
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| than 50 acres. The tenancy can however be terminated if the 
tenant is inefficient and fails to produce a minimum yield. Land left 
' uncultivated for more than 2 seasons can be acquired by Govern- 
Sf mentjgn payment of compensation. 

im Achievements of Tenancy Legislation. The main objects 
of tenancy legislation in India have been : (a) to limit enhancement 
of rents ; (b) to prevent arbitrary ejectments ; (c) to confer occu¬ 
pancy rights on tenants ; ( d ) to restrict the right of distraint for 

arrears of rent, and exempt attachment of tools, seeds etc; (e) to 

provide for reduction or suspension of rent on the occasion of 
reduction or suspension of land revenue ; (/) to ensure compensa¬ 
tion to the tenant for improvements made by him on the land ; and 
(g) to protect the tenant from various kinds of exactions and im* 
positions like salamis , abwabs etc. 

Generally speaking, the measures passed in the various pro¬ 
vinces have succeeded in achieving many of these objects. They 
have considerably curtailed the privileges of the landlord. But un¬ 
fortunately the benefit has not always gone to the actual tiller of the 
soil. The occupancy tenant whose rights have been protected is not 
in many cases the actual cultivator. He has in his turn become a 
mere rent-receiver. The actual cultivator very often is a mere 
tenant-at-will working on the Batai system. Tenancy legislation 
does not benefit him. He is rack-rented as before and enjoys no 
security against arbitrary ejectments. The pressure of population 
on land is so heavy and there is such keen competition for it that 
the tenant is left in a very weak bargaining position. Besides there 
are always loopholes in the law and the court proceedings are so 
very complicated that the poor tenant cannot benefit from the 
legislation. 

The Bengal Famine Enquiry Commission found that three 
tendencies were common in respect of tenancy situation. Firstly, 
a tendency towards the increase in the number of tenants as a con¬ 
sequence of expropriations of previous owners. Secondly , rack* 
renting of tenants especially tenants-at-will, and thirdly , an increase 
in absentee ownership. 1 

The review of the tenancy problem by the Bengal Famine 
Commission indicates that the proportion of land cultivated by non¬ 
occupancy tenants, though it varies in different parts of the eountry, 
is quite substantial. “The crop-sharing system generally predomi¬ 
nates and exists in all provinces/ 5 As regards the efficiency of this 
system, the Commission opines : “It seems to us prima facie 
probable that production must suffer where the tenure of the culti¬ 
vator is insecure, and the incidence of the rent so heavy as to leave 
the cultivator inadequate returns for his labour and enterprise/* 
Crop-sharing on half-and-half basis is not always detrimental to 
the interest of the tenant when soil is good, holding is large and 

]« For details read the answer given by various Provincial Governments 
to the questionnaire issued by the Commission. Appendix II* pp. 448-48 
of the Final Report. 
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tenure secure. But such conditions are not commonly iound and it 
is seen that millions of sub-tenants like Shikmis in U. P. and 
B&rgadars in Bengal have not secured any tenancy rights. 

(f|) Should Zamindari be Abolished ? One member of the 
BengiH Famitte Commission, Sir Manilal Nanavati, felt convinced 
that crop-sharing system was incompatible with efficiency of produc¬ 
tion and favoured its abolition. 5 He suggested radical reform of the 
whole land system without which our rural problem was incapable 
of solution. He thought that “the Zamindari institution is too 
obsolete to fit into any government organisation. Any attempt to 
enforce such a measure would not only fail to benefit the people but 
would m< ct vith friction and disharmony at every step and be a 
perpetual source of embarrassment to Government. 5,1 

According to Sir Nanavati, (1) it is impossible to convert the 
permanently-settled estates within their existing frame-work into 
an efficient department of land revenue as in the Ryotwari areas 
and force them to perform the same functions by legislation. (2) 
The estate owner will not agree to the expenditure incurred for the 
reseltling of the estate on the new basis for which there will be no 
return to him (3) Under modem conditions when the functions of 
the State are fast expanding, it is unjustifiable to hand over the 
administration of the most pivotal department of the State (Land 
Revenue Department) to a private agency. (4) The new scheme of 
land reform and rehabilitation cannot be adequately carried out 
under the aegis of a pm ate agency. (5) The kisans, for whose 
benefit this scheme is adumbrated, will not give their willing co¬ 
operation to the Zemindars in view of their past relations with 
them* (6) Finally in no part of the world has such an experiment 
been successfully tried. 1 

The kisan’s history during the last 100 years is a painful tale. 
His condition has deteriorated. He has had to pay more and still 
more rent while the government's share in the form of land revenue 
has kept stationary. Ejectments have been common for non¬ 
payment of dues. Cases are not common where the peasant’s 
pitiful belongings, utensils, cots, cattle and even roofs were auctioned 
to Realise arrears of rent. Sir Nanavati therefore favoured the 
abolition of the Zamindari system not only in the permanently 
Settled areas but also in the temporarily settled areas and substi¬ 
tution in its place of the Ryotwari system, thus creating peasant 
proprietorships in place of tenancies. The Sub-Committee of the 
N* P. C. in its report on land policy also suggested that “the owner¬ 
ship in all forms of natuial wealth must belong to and vest abso¬ 
lutely in the people of India collectively.No intermediary 

parasites—Zamindars, Taluqdars, malguzars, etc.—should be re¬ 
cognized.” All rights belonging to these classes should be bought 
nut and steps taken to consolidate all holdings into such standard 
units as can be most economically operated with a view to increase- 

the aggregate net return and to minimize the amount of human 

1, See Minute of Dias eat by Sir Nanavati, Report, pp. 343-75, 
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effort involved in cultivating these. No sub-division of agricultural 
land by any incident of inheritance, mortgaging, alienation or device 
of share-holding corporation, should be permitted.” 1 

Si*) Principle of Abolition of Zamindari Accepted. The 

Indian National Congress has often declared that it stands for the 
abolition of all intermediary rights between the government and 
the tiller of the soil. The National Government as well W the 
Provincial Governments in Zamindari areas have accepted it. 
This involves the purchase of all proprietary rights by the 
State from the present landlords and conferring them on the 
actual cultivators of land, which means the creation of peasant pro¬ 
prietors. Thus all parasitical intermediaries between the cultivator 
and the State will be removed, ensuring a full return to the agricul¬ 
turist for his labour and investments. A sturdy, self-reliant and 
independent class ol* people who are the backbone of the State will 
come into being. There is thus greater scope for increased produc¬ 
tion and higher living standards for the rural people. 

Rut peasant proprietorship has its own weakness. Its dangers 
are specially great in India where the laws of inheritance envisage 
equal division of landed property among the heirs. This leads to 
small and fragmentary holdings which are uneconomical to work* 
The maximum area of a cultivator’s holding should therefore be 
fixed and the working unit of land kept at an economic size. Further, 
the holder should be provided with the equipment necessary to carry 
on progressive agriculture. 

Recent land reforms in Europe have also been in the direction 
of the abolition of landlordism and creation of peasant proprietor¬ 
ships. Even in Great Britain, the traditional home of landlordism 
and tenancy cultivation, the proportion of land worked by the 
owners rose from 10*6 per cent in 1913 to 36 per cent in 1927. In 
France the percentage of owner-cultivated area rose from 53% in 1892 
to 60% in 1929. Many East European countries now have peasant 
proprietorship as the dominant system of cultivation. The {State in 
these countries has taken active steps to create and maintain econo¬ 
mic peasant holdings by buying up big ^st ites and setting up small 
cultivators on them, by putting restrictions on the transfer of land, 
by creating non-attachable farm properties, by prohibiting division 
of properties on succession and by reclaiming waste lands and releas¬ 
ing them for cultivators. 3 

Dr. R. K. Mukerjee and Prof. Kale too recommend similar 
measures of land policy in India. 3 They suggest that all agricultural 
land should belong to the State, and should be dividor* into economic 
holdings, whose maximum area in different regions should be fixed 
after systematic enquiry. Undersized holdings should be regrouped 

L N.P.C. Report on Land, Policy and Aericuhure, pp. 48-9. 

2. Nana vat i and Anjaria —Indian Rural Problem , p. 324. 

3. jsr. P. a Report, op. ©it., pp. 95-8, 
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and amalgamated. They insist that the holdings thus constituted 
should be protected against farther sub-division by law. Jfhe 
system of preferred heir prevalent in Gerjnany may be considered in 
tWs^wnection. In any case all sub-infeudation should be pro-" 
hmited and sub-letting disallowed beyond two agricultural seasons. 
They further suggest that in newly reclaimed areas acquired by the 
State no new vested interests should be created and collective family 
cultivation system should be adopted in accordance with modem 
scientific methods. 

(lSfy Difficulties of Abolishing Zamindari. The Zamindari 
systerhis no doubt going but it will take its time. Thjere are two 
difficulties in the way. The financial difficulty is the most formid¬ 
able. The Land Revenue Commission, Bengal, estimated that on 
the basis of compensation at 15 times the net profit, the total com¬ 
pensation payable to holders of proprietary interests would come up 
to Rs. 137 crores. If raised by loan at 4% this debt would take 60 
years to be discharged. Large amounts will have to be paid by 
other provinces too to buy out the Zamindar. The total sum might 
come to as much as Rs^ 350 crores The Bengal Famine Commission 
therefore thought that the abolition of the system could not be 
carried out within a relatively short time. According to Sir M. 
Nanavati, however the financial difficulty was not insuperable. In 
the first place, money was not to be paid all at once but over a 
period of from 20 to 30 years ; secondly, only a small portion of 
required funds (to pay off small landlords) would have to be bor¬ 
rowed. Most of the money would be available to the Government 
from the acquisition of proprietary rights. According to his scheme, 
payments would be made by annuities out of the additional revenue 
from the resources acquired by the Government. 1 

Secondly, there is the administrative aspect, especially in the 
case of permanently settled estates. The revision of record of rights 
is an essential preliminary. The settlement operations necessary 
might take some years. These difficulties are not insuperable and 
can be surmounted once the scheme is undertaken. 

The actual progress towards the abolition of Zamindari has, 
however, not been great. Committees were appointed in six pro¬ 
vinces to go into the problems and bills were drafted, but the pro¬ 
gress has been little, delays many. As a result, except the Estates 
Act (1948) of Madras and the Abolition of Zamindari Act (1948) of 
Bihar, none luive received the assent of the Central Government. The 
main reason for the delay has been the difficulty involved in the 
payment of compensation to the Zamindars. The payment of com¬ 
pensation in cash has been made compulsory by an Article in the new 
Constitution. It has been estimated that in the six provinces, 
namely, Madras, Bihar, West Bengal, U.P., Orissa and Bombay, in 
which Zamindari is proposed to be abolished, the total capital cost 
would come to about Rs. 341 crores. Against this, these government 

I. N f P.C. Report on Land Policy and Agriculture, 
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merits will haw an added revenue of R». 6 # 5 crores per annum which 
is about only 5 p.c. of the amount. 

Indian economy has been passing through an inflationary 
spiral. The payment of compensation, therefore, in cash is found to lie 
impossible. Only in Madras where the compensation is about Rs. 17 
crores only it would be possible to do it immediately. Elsewhere 
alternative methods of payment such as negotiable bonds, non-negoM- 
able bonds and annuities have been suggested Whatever the method, 
the problem means huge commitments. This is why abolition has 
not been tackled Seriously. It may be mentioned that big Zamin- 
daris, where the owner is not himself the cultivator, should have 
been abolished in the Punjab too. The partition presented an ex- 
cellent opportunity for settling cultivators on the soil and eradicating 
non-cultivating owners. 

(l6i Abolition of Zamindari. The question of abolition of 
the permanent settlement and the Zamindari system has been exer¬ 
cising the mind of the people in India for a very long time. If the 
benefits of independence are to reach the peasants, Zamindari has to 
be abolished, Panchayat Raj has no meaning unless there is uni¬ 
form peasant proprietorship in the country. Economic and social 
progress is impossible without freedom from slavery and want. A 
note of warning may be sounded : the peasant is wide awake. If the 
legitimate causes of his discontent atse not removed it may mean 
bloodshed and violence. Quick action is called for. 

An expert commission (1938-40) reported on the Zamindari system 
in Bengal and recommended that the State should get rid of the land¬ 
lords. To Bihar belongs the honour among Indian Provinces of being 
the first to take practical steps towards its abolition. As regards com¬ 
pensation, the maximum rate of 20 times the revenue assessment is 
applicable to incomes up to Rs. 500 per annum, while the minimum 
rate of three times becomes applicable to incomes of over Rs. 1 lakh. 
The compensation is to be paid over a period of 40 years, There 
are about 127 lakh Zamindars in the province and!their total annual 
income is Rs. 16 crores The Government would thus be owner of 
the land and be in direct relation with the cultivating tenant as in 
the ryotwari areas. The changes planned to improve the methods 
of cultivation will follow in course of time. 

Land Revenue Commission or Floud Commission . This com¬ 
mission was appointed in 1938 and asked to ^examine the existing 
land revenue system of Bengal. It recommended the replacement 
of Z imindari system by a-ryotwari one and the abolition of all inter¬ 
mediaries between the cultivator and the Government on payment 
of compensation to them. Since then a Land Acquisition and Tenancy 
Bill has been introduced in the Provincial Assembly. It seeks to 
purchase rights only in agricultural land. A minimum period of 10 
years is estimated to be required to put the scheme into practice* 
The important provisions relate to the working out of (a) the rate 
and method of payment of compensation, (6) arrears of rent and 
indebtedness of landlords and (c) tenancy regulation after State 
acquisition including restrictions on transferability, consolidation of 
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holdings and prohibition of Barga system of tenanoy under which the 
tenant is groaning. 

Compensation is proposed to be payable on the basis of net 
income which will be determined after deducting due revenues, ex¬ 
pense of maintenance of irrigation works and fair collection charges. 
The rate of compensation recommended by the Floud Commission 
varies between 8 to 15 times the net income and strikes a rough 
average of the time. Charitable trust properties will receive perpe¬ 
tual annuities equal to their net incomes. The Bill provides for 
scaling down of the debts of smaller zamindars and makes provision 
for collection of full arrears of rent due to them. The Bill also pro¬ 
vides that there shall be only one class of ryot with rights of occu* 
pancy under the Government as the sole landlord. Sub-letting is 
disallowed and sub-division restricted. The maximum size of a 
holding is also fixed at fiO bighas or 5 bighas for each member of a 
family, whichever is greater. Even though the ryot gets only rights of 
occupancy, yet for all practical purposes he will be a peasant proprietor. 

The Madras Bill for the abolition of permanently settled estates 
has been assented to by the Central Government. It envisages the 
acquisition by Government of 2,800 zamindari estates and 3,500 
Inam estates comprising an area of about 14 million acress of land 
On payment of compensation estimated at about its. 12.5*crores. 
The Bihar Abolition of Zamindari Act of 1949 has been repealed and 
the Bihar Lands Reform Bill introduced in 1950. The Bill seeks to 
consolidate and amend the law relating to the transference to the 
Crown of the interest of the proprietors and tenure holders and of 
mortgages of such interest and to constitute a land commission 
in the province to advise the Government on its agrarian policy. 

The C. P. Government has published a bill for the abolition of 
Malguzari system of land tenure and for acquiring the rights of 
intermediaries by paying them compensation, which will be ten times 
the net income. The petty proprietors will be given some rehabilita¬ 
tion grant, and their outstanding debts scaled down. The Bombay 
Government has passed a bill abolishing the system of Bhagdari 
and Nervudari tenure in the province. This is the first step towards 
the abolition of Zamindari. Similar freforms are proposed to be 
inti educed in other provinces. 

The Government of India has suggested a go-slow policy on 
account of the difficulties of payment of compensation to landlords 
and substituting a system of farming which will result in improved 
methods of cultivation and increased production. Abolition of Zamin- 
dans does does not mean that the cultivator and his land are going 
to improve all of a sudden. As we have said above, certain reforms 
are necessary before this improvement can take place. For one thing 

the land revenue should be determined on a rational and scientific 
basis Secondly, the cultivating ryot must have an economic hold¬ 
ing, the more element of which should be^prohibited by law. This 
will need a radical change in the laws of succession. It may also be 
suggested that as far as possible cultivation should be carried on 
on a co-operative basis. 
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The U. P. Zamindari Bill forms the most interesting study. The 
Bill proposes to acquire interests of all superior holders of land on 
payment of compensation amounting to 8 times their net income* 
Only those zamindars who pay land revenue up to Rs. 5,000 a year 
would be entitled to a rehabilitation grant which will be given at a rate 
ranging between 2 and 20 times, a smaller zamindar getting more. 

To overcome financial and legal difficulties tenants are being 
asked to make voluntary contributions of 10 times their rent into a 
fund called the Zamindari Abolition Fund, which will enable the pro¬ 
vincial government to pay the compensation in cash to zamindars. The 
Government will reduce the rent or land revenue of the contributors 
by 50 per cent and grant to them the new status of Bhumidars. 
It is believed that most of the cultivators will become owners of 
land thiough contributions to this Fund. The present intermedi¬ 
aries who will keep some land called sir and khud-kasht will also 
remain owners. The remaining tenants will be called sirdars and 
will acquire permanent rights in the land. Future splitting up of 
holdings which would create uneconomic holdings has been legally 
prohibited. No person will be permitted to acquire more than 30 
acres of land except in very exceptional cases. 43hummdari Fund 
has been started, in which by now (September 1950) over Rs. 30 
eroras have been deposited by the tenants for the purchase of la nd 
rights and to be paid to the landlords as part of compensation due 
which comes to no less than Rs. 170 crores in all. 

The Government has made provisions to encourage co-operative 
farming in place of the old Zamindari system by granting very many 
concessions such as reduced land revenue, free technical advice, 
subsidies, loans and irrigation facilities. If 66 per cent, of the 
Bhumidar population ot a village who own no less than 2/3rds of the 
area in uneconomic holdings, jointly apply for the creation of a co¬ 
operative farming society, the district authorities can compel the 
other tenure-holders in the same village to join this society. If the 
Bhumidar is unwilling to join the co-operative farm, his land will be 
acquired for the farm but he will be entitled to compensation. 
Rights on land of common utility such as waste land, forests, etc. 
will vest in the Gaon Panchayat which will act on behalf of the 
village community. The Bhumidais will of course be jointly and 
individually responsible for the payment of the revenue. 

It has been officially recognised that unless the Zamindari land 
system is changed, no progress, in fact, no plan for progress can be 
successful in the rural areas. India has a vast deficit of food grains. 
She has also to depend for a major portion of her jute and cotton 
supply on Pakistan or elsewhere In order to balance her trade and 
to raise the standard of living of the average man, it is most 
essential that agricultural efficiency per man and per acre should 
be improved. For this purpose, the landlord-tenant system estab¬ 
lished by the British for their own convenience has to give place 
to a new order which will give ithe tiller of the soil rights and the 
freedom which used to be his before the British came. 



CHAPTER VII 

THE UNIT OF CULTIVATION 

1. Introduction. There are three essentials of progressive 
agriculture : (a) an economic unit of cultivation, (b) proper equip¬ 
ment and (c) incentive for effort. We have alreadv discussed condi* 
tions of tenure which would induce the peasant to put his best efforts 
in cultivation. This is possible only if the peasant is certain of 
reaping the fruit of his labour. We have seen that to do this it is 
necessary to abolish all superior interests which appropriated the 
profits of cultivation. Productivity of land is also determined by 
the character of cultivation and the equipment in the way of tools, 
manures, water etc., available to the peasant. We shall consider this 
problem later. The unit of cultivation is of no less importance . Its 
size determines the character of equipment that can be usefully em¬ 
ployed by the cultivator. Even proprietary rights do not induce best 
efforts if the holding is of an uneconomic size, 

2. The Holding. Holdings may he viewed from the point of 
view of ownership and of cultivation. The ownership-holding may 
be quite large in size as in Zammdari areas but it may be distributed 
among a number of cultivators, thus making the unit of cultivation 
small. Conversely, a number of owners’ holdings, each small in size, 
may be cultivated by one tenant, thus making the cultivator’s hold¬ 
ing large. Sometimes the owner cultivates his own holding. He 
may, of course, let out a portion of holding or may take on rent 
some adjoining land. From the point of view of agricultural efficiency 
it is not the size of the ownership-holding, but that of the cultivation¬ 
holding, that matters most. It is seen that an average cultivator’s 
holding in India is not only small in size, but the evil is further 
accentuated by its being split up into small pieces which are 
scattered all over the village area. 

\3) An Economic Holding. It is not easy to define an econo¬ 
mic binding. Its size would vary with circumstances but it should 
be such as to provide full continuous employment to a family and 
a reasonable income to live in comfort. The size mainly depends 
on the following : — 

(a) Methods of cultivation If mechanized methods are used 
the size will be 200 acres or more. With primitive methods 10 to 
25 acres would be economic. 

(b ) Crops raised . For the production of wheat the size of the 
holding has to be large to give best results. For vegetable and fruit 
production the size required will be comparatively small. 

(c) Productivity of the soil. When the soil is good a small area 
may easily support a family in comfort. When the soil is inferior or 
lacks irrig itional facilities, a larger area will bo necessary. For 
instance, 6 acres in Jullundur district of the Punjab may give a 



THE tJNIT OF CULTIVATION 107 

higher standard of living to a family of five than, say, 16 acres in 
Hissar. 

(d) The organization of agriculture . If farming is carried on 
co-operatively by a number of families, a large-sized holding will 
produce best results ; if carried on individually, a small-sized one 
may be good enough* This is mainly because scientific and 
mechanized methods can be profitably applied on a large holding* 

The size of a family and its equipment are important factors 
in determining the size of an economic holding. Such a holding 
varies in different parts of India according to the character of the 
soil, rainfall, and facilities available for irrigation and marketing* 
Dr. Mann thinks that 20 acres in the Doccan will give an average 
family a minimum standard of life. Keatinge allows 40 to 50 acres 
of fair land to a family to live in reasonable comfort. Sir 
Vijayraghavaeharya thinks that * 4 to 6 acres is the minimum sub¬ 
sistence family holding.” 

A Basic Holding. The Congress Agrarian Reform Committee 
Report (1950) agrees with the view that the economic holding should 
afford a reasonable standard of living, provide full employment to 
a normal sized family and be in relation to the factors of agrarian 
economy of the region. It also recommends a smaller holding than 
an economic holding on sociological grounds rather than economic 
grounds. The committee calls it a basic holding and suggests for it 
individual farming assisted by a multi-purpose co-operative organisa¬ 
tion for all other operations. 

Optimum Holding. The Agrarian Committee holds that there 
should be an upper limit to the size of an individual's holding. The 
average cultivator in India has neither the means nor the capacity 
to have an unlimited holding. Besides, in the Committee’s opinion, 
mechanized capitalist farming leads to exploitation and is socially 
evil. Hence they suggest that the optimum size of a holding 
should not erceed three times the size of the economic. There may 
be exceptions for joint families and charitable institutions. 

4* The Size of an Indian Owner’s Holding. Whatever defini¬ 
tion of an economic holding may be adopted, the large majority of 
the holdings in India, both cultivation aud proprietary, are not of an 
economic size. 1 Mr. H. Calvert conducted an enquiry into the size 
and distribution of owners’ holdings in joint Punjab and found 
that——- 

(i) About 17*9 per cent of the owners’ holdings are less than 
one acre and the area thus owned is only one per cent of the whole. 

(ti) About 40*4 per cent of the owners own from one to less 
than five acres, the land involved being 11 per cent of the whole. 

(Hi) About 26 2 per cent of the owners possess from five to 
less than 15 acres, the land being 26*6 per cent of the whole. 

1. "The average urea held by such right-holder (in India) is small and 
there are a very large number of such holdings under two or three acres.” 
Report of Agricultural Commission, p. 143. 
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r (iv) About IDS per cent own from 15 to less than 50 acres, the 
land being 35*6 per cent of the whole* 

(t?) About 3*7 per cent possess 50 and more acres and own, at a 
rather rough estimate, 25*7 per cent of the land* 1 

| The average cultivated area per owner in the Punjab is 
\ between seven and eight acres. A more recent enquiry carried out 
' by the Board of Economic Enquiry, Punjab, in 1939, reveals a de¬ 
terioration in the size of the holdmg. According to Calvert, 58*3% 
of the owners cultivated less than 5 acres of land, According to the 
second enquiry, this percentage had risen to 63*7% while the land 
* involved remained about the same. If 15 acres give an economic 
' holding, as some people think, then 88% of the owners had less than 
this size in 1939. 

The holdings in other provinces are still smaller. In Bengal 
46 per cent of the farmers have holdings below two acres each, while 
another 21 per cent have two to four acres each. The average size 
varies from two to three acres in Madras to half an acre in Bihar 
and Orissa, In the United Provinces it is two and a half and in 
Assam it is barely three. In Bombay the average size of a holding 
is larger, being 11*7 acres, but the yield per acre is much smaller. 

J 5. Size of Cultivator’s Holding, As already" noted, the size 
of cultivation is more significant than the size of ownership. Many 
ol the holdings below one acre in the Punjab, for instance, are 
I cultivated along with other areas. On the other hand, most of the 
; i&rge holdings are parcelled out by the owners to tenants, each 
cultivating a comparatively small area. Mr. Calvert’s enquiry into 
S the size and distribution of cultivators’ holdings in the Punjab 
\ found that 22 per cent of cultivators cultivated one acre or less 
each ; a further 33 per cent of cultivators cultivated from 1 to 5 
\ acres each ; a further 319 per cent of cultivators cultivated from 
; & t° 15 acres each ; a further 12*6 per cent of cultivators cultivated 
< from 15 to 50 acres each ; and only one per cent cultivated over 50 
acres each. 

Comparing the results of his two inquiries Mr. Calvert con¬ 
cludes ; “There appears to be about 500,000 ownerless cultivators, a 
real tenant class ; the number with one acre or less is disconcert inglv 
great, numerous small owners in the l to 5-acre group have 
managed to get enough land on rent to take them out of this group 
into one higher up ; once the 15-acre holding is passed the number 
dwindles sharply. As the size of a holding considered cultivable by 
one yoke ot oxen is about 14 acres, it is clear that very many have 
failed to increase their holding to this size, so that there is a real 
demand for land on rent - a Tact which accounts for the high rents 
and the ability of the landlord to exact a fifty per cent share instead 
of a reasonable cash rent, 2 Thus the majority of holdings in joint 
Punjab were below the economic level. The size of holdings in 

1* Calvert—op. oil., pp. 172-73. 

2* Calvert-*op, cit., p. 176, 
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Punjab (I) is smaller than for undivided Punjab. Canal-irrigated 
lands in West Punjab where the holdings were bigger have gone to 
Pakistan, Besides, the total land evacuated by non-Muslims in 
West Punjab was 5*7 million acres against only 4 5 evacuated by 
Muslims in East Punjab. This is another reason for the smaller size 
of holdings m East Punjab. 

The table below gives the number of cultivated acres per far¬ 
mer and the average size of holdings in 1931, The table reflects 
conditions among permanent right holders. The actual position is 
worse because many of the smallest cultivators cultivate extremely 
tiny fields. 


Province 

Acres cultivated 
per cultivator 

Average size 
of holding in acres 
in 1931, 

Bombay 

16*8 

11*7 

0. P 

20*0 

8*f 

Punjab 

8*8 

7*2 

Madras 

5*9 

45 

Bengal *•* 

3-9 

2*5 

Assam 

3*4 

About 2*0 

U.P, 

3*3 

6*0 

Bihar, Orissa 

2*9 

Between 4 and 5 


If we compare Indian conditions with those in other countries 
we find that in France the average per cultivator comes to 15§ acres, 
in Germany 19 acres, in England 27 acres, in U. S. A. it comes to 
| no less than 140 acres. Canada, Argentina and Australia are even 
< better off in this respect. 

In those countries where the holdings are small, joint or co¬ 
operative farming has been introduced and intensive methods of 
cultivation employed. The Kvutza Co-operative Settlements in 
Palestine, Eljidos in Mexico and Joint Farming Societies in Italy and 
in East European countries have remarkable achievements to their 
credit. Nothing noteworthy has so far been done in India to increase 
the size of holdings through co-operation. f J he crying need to re¬ 
habilitate displaced persons from Pakistan and the urgency for self 
sufficiency in food have turned Government of Indians attention m 
this direction and efforts are being made to provide a bigger holding 
for cultivation to the peasants 

6. Fragmentation or Morcellement of Holdings. Sub-divi¬ 
sion of holdings results in the total area held or cultivated by a 
peasant becoming smaller and smaller. Fragmentation implies the 
scattered character of this area into small pieces all over the village 
area. Though, usually fragmentation of ownership also means frag¬ 
mentation of cultivation, this need not be always the case. A 
cultivator may take on rent a block of land consisting of several 
plots belonging to different owners. On the other hand, a compact 
owner's holding may be let on rent to different tenants in frag¬ 
mented pieces. From the economic point of view, consolidation of 
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cultivation is more important than consolidation of ownership unless, 
however, the two coincide. 

Fragmentation is normally caused at the time of sub-division 
s of property among several owners, each of whom wants to get a 
portion of every ancestral piece. Fragmentation of cultivation is, 
therefore, the result of the fragmentation of ownership. A few 
examples will give some idea of the extent of fragmentation in India. 
In the village of Pimpla Saudagar, Dr. Mann found that 156 owners 
owned between them 729 plots, of which 463 were leas than 1 acre 
each and 211 less than a quarter of an acre each. In Ratnagiri, the 
size of individual plots is sometimes as small as 0*00625 of an acre. 
In the Punjab, too, some fields have been found which were a mile 
long and a few yards wide, and others so small that it was not 
possible to cultivate them. In Bairamporo, Punjab, Mr. Bhalla 
found that 34‘4 per cent of the cultivators had over 25 fragments 
each. In Pimpla Saudagar 62 per cent of the plots were found to 
be less than one acre in area and in Jategaon there were 31 per cent 
of such plots. 1 Mr. Keating© wrote about Bombay that “fragmenta¬ 
tion is an unmitigated evil for which no advantages can be claimed”. 
It has gone very far indeed in areas where the farmers have enjoyed 
owners* rights and tenants occupancy rights for a long period. 
Fragmentation of cultivation is a far worse evil than fragmentation 
of the land of right-holders and is also much more extensive. 

^7*? Causes of Sub-Division and Fragmentation. The main 
causes" which have led to the small size of holding and its being cut 
up into scattered pieces are given below. 

(i) Growth of Population . As population grows, land gets 
divided among larger and larger numbers of people and the size of 
an average holding decreases. 

(ii) Laws of Inheritance . Both Hindu and Muslim laws of 
inheritance favour partition of landed property amongst the heirs. 
At the time of division, the heirs demand a piece from each quality 
of land. Thus with sub-division of holdings comes fragmentation. 

(in) Decay of handicrafts, due to competition from machine- 
made goods, has increased pressure on land, especially when there 
has been no corresponding industrial development to take away the 
surplus population from land. 

(iv) Attachment to landed property . In India there is great 
sentiment for land. It is a source of prestige and the landowner 
does not sell his land easily. Everyone sticks to his little share 
of property which causes further sub-division and fragmentation. 

(v) The advent of British rule , which established peace and 
security, gave value to rights in land, and encouraged money-lenders 
and other middle-class people to invest in land. 

(vi) Agricultural indebtedness has also acted in ' the same 


1. Report of the Royal Commission on Agriculture, pp. 184*35, 
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direction- Frequent divisions of landed property have been caused 
by the chronic state of indebtedness of the peasantry. 

(mi) Breakdown of the joint family system and the growth of the 
spirit of individualism have made joint farming an exception and 
partition the rule. 

The main cause, however, is the increase in population 
which has not been accompanied by adequate expansion of 
alternative avenues of employment. 

fjQ Evils of Sub-Division and Fragmentation Sub-division 
of holdings is sometimes justified on the ground that it gives equal 
chances to all the heirs of landed property and prevents the creation 
of a class of landless labourers and thus promotes economic and 
social stability. Similarly, fragmentation of land is defended on the 
ground that it insures the cultivator against vagaries of seasons by 
enabling him to sow his crops on different soils. It is also asserted 
that it makes possible a more elaborate rotation of crops. But the 
evils of small and fragmentary holdings are mvch greater than any 
advantage that may accrue from them . 

Sub-division and fragmentation are wasteful both of human 
energy and material resources and retard agricultural improvement. 

In the first place , even the poor equipment possessed by the 
cultivator cannot be used to the best advantage. 

Secondly , it makes improvements like wells, labour-saving 
devices, and large-scale production an impossibility. 

Thirdly , standing charges being the same as on a large farm, 
the cost of production per unit of produce is higher. 

Fourthly, initiative is discouraged due to difficulties of protec* 
tion of crops against man and stray animals. 

Fifthly , much area is wasted in hedges, boundaries and paths. 

Apart from these, fragmentation has some special evils. There 
is considerable waste of time, energy, manure and produce when the 
plots lie scattered over a big area. Some plots are so small 
that it is not worth while cultivating them and there is waste of land* 
Moreover disputes about boundaries, rights of passage for man, 
beast and water are a common feature of village life and bring about 
considerable waste of time, money and energy to the cultivator. 

Proposed Remedies- Various remedies have been pro¬ 
posed to meet the evil. There are remedies which try to create 
economic holdings. Then there are suggestions to prevent growth 
of the evil in the future. These remedies are 

(i) Creation of Economic Holdings . This may be done either 
(a) by socialization of all land and then its cultivation on the prin¬ 
ciples of collective farming as in the U.S.S.R. Or 

(b) Individual landed property may be pooled for the purpose 
of cultivation on the cooperative farming or joint management 
principle while keeping private property in land intact. 



m 


' IKMAN BCONOMiCS ' 


(c) In Italy money is advanced by the State and old mortgagee 
taken over to promote economic holdings. Since the number of 
uneconomic holdings is very large in India and the sentiment in 
favour of ownership strong, this method will prove very expensive. 
All the same land mortgage banks may do something in this direction. 

(ii) Preservation of Economic Holdings . A further remedy is 
not to allow holdings that are economic to become sub-divided into 
uneconomic ones. This may be done in several ways. 

(а) By changing the laws of inheritance and substituting the 
lay^of primogeniture by which landed property will pass on to the 
eldest son. This may create difficulties as vocations will have to be 
found for the younger sons, which is difficult. This might lead to 
the creation of a large landless class. Moreover, Hindu and Muslim 
religious sentiment will be a big hurdle in the way of this change. 

(б) By making a holding indivisible after it has reached a cer¬ 
tain size to preserve its economic character i.e. f to make it Impartible. 
Egypt has passed the Five Fedden Laws to do this. “Although 
the land is nominally divided amongst the heirs, it is actually left 
in the hands of one to cultivate • on behalf of the whole number or 
may be handed to trustees to manage for all.” 1 Mr. Keatinge 
suggested giving to the right-holder of an economic holding power 
to register it as such in his name, after which the holding became 
impartible. In fact, a Bill was drafted in Madras, which was to be 
a permissive measure, to put this scheme into effect. A similar Bill 
was introduced in the Bombay Legislature which aimed at stopping 
further sub-division of holdings. But these measures met with 
bitter criticism and opposition and could not go through* 

(c) The East Punjab Holdings Consolidation and Fragmenta¬ 
tion Act was passed in 1948 to enforce compulsory consolidation of 
holdings and to avoid fragmentation. This work was being done 
by the Revenue and Co-operative Departments but it was too slow 
and lengthy. The Act of 1936 did not provide for any action against 
fragmentation of holdings resulting from partition among co-sharers. 
“In the Punjab canal colonies, sub-division was checked by restric* 
tions on alienations, and in the case of certain grants by the limita¬ 
tion of succession to a single heir ; so far as right-holders are con¬ 
cerned, the policy has proved successful, but it has not served to 
prevent joint cultivation or even subdivision of cultivation.” There 
is no doubt, however, that restrictions on alienation have bad the 
effect of preventing sub-division to some extent. 

(d) Co-operative farming and joint cultivation have been fruit¬ 
ful in other countries. Experiments have begun to be made in 
India too, particularly on newly reclaimed lands and in the six 
provinces where Zamindari is being abolished. Stray experiments 
have also been conducted on lands owned and cultivated by private 
persons. It has been realised that there is considerable scope for 
joint farming societies, and there is great urgency too. 


1. Agricultural Commission Report, p, 138 t 
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’ ' It must not be forgotten that there are great difficulties in the 
way of preventing sub-division and of creating economic holdings,* 
Consolidation of holdings is the first step, however, 1 2 '* 

10. Consolidation of Holdings. “The only measure that 
appears to promise relief,” wrote the Koyal Commission 1 on Agri¬ 
culture, “from the evils that arise from fragmentation df right¬ 
holders* holdings is the process which is generally known as the 
consolidation of holdings, though it is in reality the substitution— 
by exchange of land—of a compact block for a number of scattered 
fragments. By this process, all the land of one holder may be 
formed into one plot only, or in a few plots of different kinds of 
soil.” 1 

The work of consolidation was started first in the Punjab a$ far 
back as 1920-21. Initially consolidation was effected on an entirely 
voluntary basis through co-operative societies. By 1943, there were 
1,807 such societies. The total area consolidated by them was 1*45 
million acres out of the total cultivated area of thirty million acres. 
The Consolidation of Holdings Act, 1936, however, allowed compul¬ 
sion to be used if a stubborn minority stood in the way. Consolida¬ 
tion of holdings has brought many advantages to the Punjab. Arable 
area has increased and so has its productivity. There is a greater 
desire for improvement of land among the owners. Occasions for 
litigation have decreased. But consolidation has not been successful 
in other parts of India. In the Punjab, consolidation is facilitated by 
comparative homogeneity of soil and by simplicity of tenure.® Accord* 
ing to the Floud Commission, two causes favour consolidation in the 
Punjab : (i) crops depend entirely on irrigation so that the peasant 
whose plots are consolidated is in a position to sink a well, and iii) 
there is very little sub-infeudation. In 1939 a Consolidation of 
Holdings Act was passed in the Punjab. Considerable progress is 
being made in East Punjab after the partition. In undivided 
Punjab the total number of Societies was 1,477 in 1939. This in¬ 
creased to 1,573 in 1947-48 in East Punjab alone with a membership 
of over 2 lakhs. Delhi has 53 such Societies with 7,000 members. 

The lead of the Punjab was followed by other provinces. In 
1939-40 there were 182 Co-operative Socioties in U. P. and they had 
consolidated by that time 77,672 pucca bighas of land. According to 
press reports, the scheme was given up in 1947 on account of tenants* 
complaints against the revenue staff of corruption. It is intended 
to take up the work again on province-wide basis later. In C, P. 
consolidation has been in progress since 1926. The work has been 
completed in 2,476 villages in the three districts of the Chhattisgarh 
division under the Central Provinces Consolidation of Holdings Act 
of 1928. Under this Act compulsion can be exercised on ttye rest if 
one half of the right-holders owning not less than | of the occupied 
village area declare themselves in favour of consolidation. In 
Madras, in 1947-48 there were only 22 societies for consolidation 

1. Koyal Commission on Agriculture Report, p. 136* 

2. Ibid, p. 139, 
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The Government of that Province has abandoned the experiment on 
the ground that so long as sub-division is not cheeked consolidation 
is not very useful. 

The Bombay Small Holdings Bill was introduced in 1927 to 
stop further sub-division of holdings, to create “profitable holdings'’ 
and to promote consolidation. On account of strong opposition in 
the Council and outside . the Bill had i*o be indefinitely postponed. 
Recently, however, the Prevention of Fragmentation and Consolida 
tion of Holdings Act has been passed, but only a small beginning 
has been made. ‘Standard area’ plots can be prescribed by Govern¬ 
ment in any locality and transfer of fragments smaller than that 
cannot be transferred to any one unless this transfer leads to the 
making of a standard size plot. No practical scheme of consolida¬ 
tion has been evolved in Bengal, Assam, Bihar and Orissa. The 
Floud Commission was of the v ; ew that although desirable, consoli¬ 
dation would involve great practical difficulties. 

“The State action,” wrote the Royal Commission on Agricul¬ 
ture, “in favour of consolidation, where it is introduced under a per¬ 
missive Act, should be taken in a guarded manner. Special areas 
should be selected before any measure of compulsion is enforced. 
The State should undertake propaganda work, explore the actual 
situation and should also bear the cost in early stages.” 1 

Perhaps this policy of “caution” was justified in earlier stages 
when most people were not familiar with the advantages of consoli¬ 
dation. We feel that time has now come to make consolidation of 
holdings compulsory in every village. No improvement in farming 
is possible as long as a holding is split into numerous tiny pieces. 
Consolidation is the first essential for progress. Propaganda may 
prepare the ground but ultimately some form of compulsion will be 
necessary. When the Zamindari system is abolished, and the land 
if given to the actual tiller it should be laid down by law that 
holdings should not be divided after they have reached a certain 
limit* 

11. Collective Farming. Consolidation of holdings at its best 
is only a palliative. If a small holding is consolidated into one 
block and is prevented from fragmentation again, it still remains a 
small holding. If its size is below the economic level there will still 
be considerable waste of labour and capital on it. One solution— 
rather a revolutionary solution—is to abolish private ownership in 
land altogether* It is suggested that the land should be 
nationalized and cultivated in Targe units with the help of the latest 
scientific implements and the workers should get a return according 
to their needs. 

Collective fanning requires too revolutionary a change in the 
social organisation of the country to be a practical proposition in 
the near future. Both religion and convention recognize private 
property in land and the desire for possession of land is too deep- 
seated in the peasant mind to be easily rooted out* Besides, sociali- 

1. Boy&l Ckmuuissfon Report, p. 139 . 
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sation of land will be resented unless all other forma of capital are 
also treated in the same way. Hence community-farming in the 
form of Kolkozes as in U. S. S. R, will not suit the country under 
present conditions. 

ft2.) Co-operative Forming. Co-operative farming is a com- 
promts#''between collective farming on the one hand and peasant 
proprietorship on the other. It gives all the advantages of large- 
scale farming without abolishing private property in land. The 
proprietors are induced to form co-operative farming societies. The 
land of the village is pooled for purposes of cultivation but indivi¬ 
dual rights are maintained. Mechanized operations with State- 
owned machinery thus become possible and scientific methods can 
be applied. Only on the large farms can the tractor, bulldozer and 
combined harvester be used with advantage. 

Payment is made according to work and separate remuneration 
is given for the ownership rights in lands. 

Co-operative farming of some kind is a most important requisite 
of agricultural economy in India, without which there is no hope 
of regeneration. The co-operative principle has been largely tried 
in India piecemeal, i.e. t the, problems of credit, marketing, purchase of 
seed, implements, etc., separately. The results, with very few 
exceptions, have not been very encouraging. The main trouble has 
been the poverty, ignorance and illiteracy of the members. Co-opera¬ 
tive farming requires much greater capacity for self-help and mutual 
trust. Moreover, it needs the right kind of leadership from among 
the people which does not exist at present. Caste and community 
differences, unequal status of men also stand in its way. The most 
fundamental difficulty is the lack of co-operative spirit in the village. 

Experiments in different parts of India, however, show that 
there is a vast scope for co-operative farming in the country. Six 
million acres of culturable waste land are in the process of being 
reclaimed. Chiefly in IT. P., C. P., Punjab, Delhi and Matsya Union, 
new settlements on a co-operative pattern are being founded. The 
Kvutza of Palestine and the I jizos of Mexico should serve as models 
for these settlements. The land may be divided into blocks of 500 
to 1,500 acres each and 30 to 50 families of landless agriculturists 
settled on each block. Each colonist should be helped with a bouse, 
a small plot and seeds for vegetables and a cow or two. The 
Government will also have to provide an expert to advise the plan¬ 
ning of crop production. The land will be cultivated jointly, the 
workers paid wages at a fixed rate, all the property of the farm held 
collectively, and profits after deducting all expenses will be distri¬ 
buted among members as bonus on the basis of wages earned by 
them. Joint farming will also be possible in areas where multi* 
purpose river schemes are being introduced and where Zamindari 
is being abolished. AH these areas, however, form only a small 
portion of the total arable land in India, a vast extant of which is 



116 


INDIAN ECONOMICS 


already in the hands of private proprietors. Most of these private 
holdings are small, fragmented and uneconomical. 

It is here that some form of co-operation is most needed and 
the ultimate benefits will be most evident. These small farmers 
are hopelessly conservative and ignorant. The Agrarian Reforms 
Committee suggest vigorous propaganda to persuade them to form 
co-operative joint farming societies, and State assistance to provide 
good seeds, manures, implements and cheap finances. “If voluntary 
efforts do not achieve perceptible results,” the Committee suggest, 
“there will be recourse to the method of compulsion.” They are 
confident “that in course of time through direction, supervision and 
guidance, the Indian peasantry would take to the small co-operative 
joint farms, and there would be very few occasions to resort to 
compulsory co-operative farming except the experimental co¬ 
operative farming.” 

Co-operative Better Farming (Multi-purpose) Societies are 
suggested by the Committee to help farmers tilling basic and econo¬ 
mic holdings. This type of farming develops the personality of the 
peasant while it also makes it possible for him to employ modern 
costly machines, secure expert advice, purchase raw materials cheap 
and sell output dear. 

The methods detailed above are not chimerical. They are 
practicable and through their use will emerge a pattern of agrarian 
economy Which will provide opportunity for the development of the 
peasant's personality, eliminate his exploitation, and lead to maxi¬ 
mum production. 

H3. Joint Village Management. Another solution recently 
suggested is to create jointly-managed villages. To start with, a few 
villages in every district could be brought under joint management 
for purposes of experiment and demonstration. 

The scheme may be described in the words of the writer who 
has suggested it. “The words ‘joint management’ connote a system 
in which the claims of the ownership are respected, but owners pool 
their land for the purpose of management. The underlying idea 
may be explained by means of a simple example. Let us suppose 
that we have an area of 60 acres which belongs to ten owners, who 
own respectively two, four, six, eight or more acres of land. Let us 
say that out of these ten owners, four do not cultivate themselves, 
maybe because two of them are employed in some kind of service, 
one is in a business, and one is too old to work. Under the system 
which prevails at present, those who do not work their areas let 
their land to tenants-at-will. Since we know this to b© an inefficient 
practice, let us suppose that the area of 60 acres is managed jointly 
by all the ten owners but is actually worked by the six owners who 
are available for work in the village, 

“Now income from land divides into two parts—income due to 
work and income due to ownership. This is the distinction between 
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what the tenants-at-will and the owner get from the same piece of 
land. The division may be in kind or it may take the form of cash. 
It is as a rule customary in character but it may sometimes be 
determined by competition. For the sake of illuetrat!on t it may 
be assumed that the customary division of produce between the 
tenant-at-will and the owner is half and half. The six men who 
cultivate the area of 60 acres are entitled to half its produce in re*$ 
turn for their labour. These six, along with the remaining four, are 
entitled to the other half of the produce by virtue of their 
ownership. If, for convenience, this area of 60 acres is divided into 
six units of ten acres each, then every worker will keep half the 
produce of his piece of land and will deliver the rest into a common 
pool. Out of this pool (joint batai) the farm will pay its land rev¬ 
enue, carry out such common investment as may be necessary and 
meet other essential charges. The balance will he distributed as 
ownership dividend among all the ten owners according to the Value 
of the area contributed by each to the farm as a whole*” 1 


Thus while large-scale farming with all its advantages will be 
possible, ownership will remain. “Ownership, however, will not now 
imply permanent physical possession over or association with a spe- 
citic piece of land, nor will it imply the right to let that piece of 
land to a tenant-at-will in return for rent... joint management 
will retain the principle of equal inheritance. Sons will not share 
particular bits of land ; they will share equally the ownership 
dividend due to their total holding and each of them will have the 
right to work in the jointly managed village.” 3 

The managing body, whose functions, among others, will be to 
allot work units and distribute dividends, will consist of representa¬ 
tives of all the families of the village. It is clear that joint 
management can be carried on by a co-operative society formed 
for the purpose or by a representative body of the villagers. 


One very important problem that will arise under all systems 
of scientific agriculture will be that of surplus labour. This surplus 
may be in the neighbourhood of from 15 to 20 mdlion people. Em¬ 
ployment shall have to be found for these people. 

In the distribution of work of cultivation in work-units the 
first choice, at any rate in earlier stages, will be given to those now 
actually engaged in cultivation. More efficient cultivating classes 
will be preferred. Later, as agricultural operations are mechamsect 
this distinction will disappear. Of the rest, some people will be em¬ 
ployed on wage-work in fruit gardens, m the dairy, on the vegetable 
farm and other co-operative enterprises which will be created m tue 
village to meet the needs of the villagers and even for export n 
possible. Some people will be engaged in the existing skiUed occu¬ 
pations as those of shoe-maker, carpenter, black-smith or potter ana 

1, Tarlok Singh —Poverty and Social Change, pp. 57-8. 


8 Ibid, pp,'65-66. 
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new skilled occupations and industries which may develop in the 
future. The rest will have to seek employment outside the village, 
whether in industries or in different forms of service. 

Thus in order to secure full employment our plans over the 
whole range of economic life shall have to be properly co-ordinated. 
Before such a system can be introduced all intermediaries between 
the cultivator and the State, landlord and other rent-receiving 
agents, will have to be eliminated or bought off. Joint village mana¬ 
gement on a co-operative basis offers a good solution for the vari¬ 
ous problems facing rural India today. It does not radically depart 
from the traditional idea of ownership, at the same time it offers 
scope for scientific agriculture. 



CHAPTER VIII 

THE AGRICULTURIST AND HIS EQUIPMENT 

1. Introduction. Agricultural efficiency depends as much 
upon the social, economic and legal status of the cultivator as upon 
the type of implements used, the quality of the soil and the ake of 
the holding. We have already dealt with the legal position of the 
cultivator with respect to the land he cultivates and also with the 
problems arising out of the small size of the holding. In this chapter 
we shall discuss the agriculturist and the equipment at his disposal 
such as soil, implements, seed, manure, cattle, etc. Irrigation facili¬ 
ties at his command which also form a part of his equipment will be 
dealt with in the next chapter. 

2. The Agriculturist- What of the agriculturist himself, the 
man behind the plough ? Seemingly contradictory views have been 
expressed by authorities about his personal equipment. Dr. Voelcker 
in his able report on agricultural practice in India admired "the 
careful husbandry combined with hard labour, perseverance and 
fertility of resources of tbe Indian agriculturist.” The Agricultural 
Commission also admitted that “in the conditions in which the 
ordinary cultivator works agricultural experts have found it no easy 
piatter to suggest improvements.” 1 2 These views seem to suggest 
that it is the environment rather than the cultivator which is at Fault* 
On the other hand, Calvert quotes an Irish writer : “The wealth 
of a nation lies not in the material resources at its command, but in 
the energy and initiative and moral fitness of its people . i>2 The 
Implication is that Indian people are poor because they lack these 
qualities. 

The truth of the matter is that where circumstances are favour¬ 
able the Indian peasant shows considerable resourcefulness. But 
where rainfall is precarious or system of 1 md tenure is oppressive, 
these qualities get undermined. Generally, however, our rural masses 
are far below the standard of physical and mental development in 
advanced countries. The causes of this backwardness are partly 
historical and political, partly social and partly climatic. Each set 
of causes is inextricably mingled with the others The emphasis laid 
on a particular cause is determined mostly by the political creed of 
the writer concerned. 

Whatever the causes that have brought about the present state 
of affairs, no one can deny the facts as they are. There is no deny¬ 
ing that the Indian cultivator is inferior in health and energy to 
his counterpart, for instance, in Great Britain and America. He is 
subject to a host of endemic and epidemic diseases. These not only 


1. Report, p. 14. 

2. Calvert, op. cit., p. 47. 
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cause a high rat© of mortality, but also undermine the physical 
efficiency of those who survive the attack. People chronically sub¬ 
ject to disease become lethargic, listless and apathetic. The solution 
of this problem calls for both preventive and curative measures. 
The Public Health and Medical Departments are doing some work 
in this direction, but most of the benefits go to Urban areas. 

In the second place, the wholesale illiteracy of the rural masses 
CfOi hardly be denied. Only 8 per cent of the people are literate and 
they are mostly concentrated in towns. Add to this the fact that our 
educational system produces more clerks and bookworms than man 
of enterprise. Even our agricultural colleges have not produced 
many practical farmers after half a century of effort. A radical 
•change in pur system of education is immediately called for, so that 
it* should produce practical and enlightened persons. The whole 
structure of our economic and social life requires a simultaneous 
reform if not a radical overhauling. 

With better physical health and education of the right kind the 
rwhtile outlook of the villager will change. At present he is con¬ 
demned as ignorant, superstitious, fatalistic, improvident and extra¬ 
vagant. It is said that he lacks initiative and has no desire to im¬ 
prove his standard of Jiving. If he gets larger income due to higher 
prices he w r astes it on social ceremonies or litigation. However, his 
defects are curable by right education. Something has been done 
by the yarious Government departments, but a well-planned, 
nation-wide effort is necessary to bring about substantial and per¬ 
manent results. 

It cannot be denied that the agriculturist is conservative and 
is averse to take to new methods He has to be convinced by de¬ 
monstrations before employing more efficient implements or chemical 
manures. Thus the peasant on his tiny holding needs all the help 
which science and research can give him, and which education, 
training, organisation and State aid can bring within his reach If 
the personal equipment of the average peasant is poor, his land 
and his implements are no better. Let us first take the quality of 
the soil of his holding. 

3. Problem of the Indian Soil. We have already seen that 
the size of an economic holding is closely related to the nature of 
the soil Where soil is fertile a small holding will support a family 
and where it is inferior a much larger area may not do so. Physi¬ 
cally the soil should be firm enough to take hold of the roots and 
soft enough to allow free movement of water. Chemically it should 
contain a balanced quantity of essential salts. 

We have already studied the main types of soils that are found 
in India. The question is frequently asked whether the Indian soil 
ife deteriorating. In 1893 Dr. Voelcker in his report held the vjew 
that no positive evidence was available of soil exhaustion. In 1928 
the Royal Commission on Agriculture wrote : “Such experimental 
data as are at our disposal support the view that when land is cropped 
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year by year, and when the crop is removed and no manure ia 
added, stabilized condition is reached. A balance has been established 
in India and no further deterioration is likely to take place under 
existing conditions of cultivation.”* 

In 1937, Sir John Russell wrote, “...I was on several occasions 
informed that the yields of rice are declining. No good figures seem 
to be available and it would be desirable for the Council to arrange 
for sample surveys to be taken.” 1 2 * * 

In 1939, Rao Bahadur Bal, Agricultural Chemist, C.P. and 
Berar, expressed the view that “the soil has reached a stationary 
state of fertility at a low yield.” The Bengal Provincial Banking 
Enquiry Committee concluded that in Bengal the fertility of land 
was deteriorating. * 

| Thus the general view is that although positive data is lacking, 

| whatever tests are available, show that Indian soils have reached 
almost the lowest stage of deterioration. This is due to the fact 
i that very little is returned to the soil in the way of manures while 
> heavy crops are grown year after year. 

Apart from exhaustion the soil may deteriorate through erosion, 
by the coming up of injurious salts, or through waterlogging. Soil 
erosion : mplies washing away of the surface soil through river floods 
or excessive rain in the hills The problem of soil erosion has risen 
is several provinces of India. It is of special importance in U. P » 
Western Bengal and the Hoshiarpur and Ambala districts of the 
Punjab where a network of ravines has been formed through this 
process. Due to heavy rainfall on hill sides, soil erosion has also 
occurred in the southern districts of Bombay and Clihota Nagpur. 
In U.P. 8 million acres out of a total of 68 millions have been lost 
in this way In the Punjab in Hoshiarpur alone 100,000 acres o£ 
land have been rendered unfit for cultivation through soil erosion* 
Either the land has been swept away or it has been covered with 
sand through floods in this chos . 

Soil erosion is not peculiar to India. In the U.S A. “some- 
thing like 17f million acres of land which were once cultivated have 
been destroyed by gullying.” 5 * In 1948 alone the loss of soil from 
erosion amounted to nearly half a million acres of land. Through 
land conservation practices productivity is being increased in U.S. A. 
The Government of India obtained the services of Dr. Shuhart of 
the Soil Conservation Section of U.S. Agriculture Department three 
years ago and on his recommendation deputed a team of scientists 
to study soil practices in the U.S.A. They returned in 1948 and 
have since been advising State governments to draw up suitable 
plans to prevent soil erosion. Schemes have been drawn up in U.P., 
C.P. and elsewhere to suit local conditions 


1, Report, p 76. 

2. Ritssri Report on the work of the Imperial Council of Agricultural 

Research, p. 24. 

&. Wadia and Merchant —Onr Economic Problem* p. 168, 
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\ ’ Soil erosion may occur due to several causes: (i) Due to cutting 
> of trees or deforestation, (it) Due to removal of vegetation which 
; exposes land to wind and rain, (in) Uncontrolled grazing, especially 
t by goats, which leads to denudation of the soil, (iv) Cultivation on 
I hill slopes has also the same effect. 

The remedies suggested are replanting of trees, building of 
embankments, reclamation of land, and control of grazing. 

The Punjab Government has created an Anti-erosion Depart- 
* ment to meet t his evil. There is also a law under which lands can 
be closed to grazing in certain seasons. 

Digging of contour trenches (i e., channels on the slopes) at 
small distances is useful, The water flow is obstructed and the water 
gets absorbed Grass and trees can be planted in these channels. 
Embankments can be built by the cultivators to prevent water from 
flowing down. 

The 17. P, Government are planning to grow a fertilizing legume 
during the monsoon months to reduce erosion by keeping the lands 
covered during heavy rainfall. This legume will also add to the 
fertility of lend. Reclamation of land ruined by Chos is being done 
by the Forest Department in the Punjab. 

4. Manures. India can produce almost any kind of crop on 
account of her varied climate and soil. But the Indian soils are 
| deficient in phosphoric acid, nitrogen and organic matter. And 
5 since the pressure on land has reduced the area kept fallow for 
j reviving fertility, the use*of artificial manures has become essential. 
'The various types of manures are discussed below. 

(а) Farm-yard Manure. This consists of the dung and urine 
of cattle. The urine is allowed to go waste, while dung is widely 
used as fuel. This is not always due to lack of alternative fuel but 
is often due to custom. Where cow-dung is used for cooking for 
lack of other fuel, attempts should be made to make other fuel acces¬ 
sible to the villager. Planting o«'trees along roads and canals and 
in special village preserves, can considerably solve the fuel problem. 
Cotton stalks and dry stubble can help. The villager should be 
instructed in the methods of preserving manure. Mr. Brayne did 
useful work in the Gurgaon District of the Punjab in this connection. 
Thousands of pits were dug to preserve manure. But the results 
were only temporary. India has a cattle population of about 

Their urine alone collected m pits would give India 3 
million tons of nitrogen. Dung should be composted in pits oi about 
25 X X 3 . Vegetable refuse can also be added to it, but constant 
propaganda is needed to achieve permanent results. 

(б) Comjposts. Compost is obtained through decomposing all 
sorts of waste material and vegetable matter. In China, vast 
quantities of composts are manufactured from animal waste 
combined with herbage, straw and other similar waste. Trench 
latrines can be dug in rural areas for composting human 
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excreta. With 275 millions living in villages we can have about 5 
crore tons oFgodcT manure from this source alone. 

(c) Night soil There is still great perjudice against the use of 
night-soil as manure, though it is slowly breaking, especially where 
might-soil is available in the form of poudrette. Night-soil has to be 
transported to pits at a distance from the towns. Only municipalities 
can do it but the revenue from the sale oi compost will more than 
repay the expense. Bombay, Madras, Punjab and other State 
Governments have enacted legislation to compel municipalities to 
do this work. Sewage and sludge are also important sources of 
manure. The sewered towns in India can provide about 500 million 
gallons of sewage fluid and 2 lakh tons of sludge per day. It is 
expected that by the end of 1950 about half of this discharge will be 
utilized for crop production It has been estimated that food 
production can be increased by about 30 lakh tons from compost 
alone when properly used. The Government have appointed a 
special officer to supervise compost production. There is also an 
Ul-India Compost Development Committee. 

( d ) Green Manures. The Indian agriculturist knows the value 
of leguminous crops like gram which improve the soil. Experiments 
have discovered tl at sann hemp on the whole gives the best results. 
Crops like dhaincha , guar a, berseem and groundnut, the leaves of 
which can be ploughed back as green manure, are also good from 
this point of view. The Government of India are encouraging the 
use of these manures by distributing their seeds free of cost. 

(e) Oil-cakes . By exporting oil-seed« India loses a valuable 
source of nitrogen. If the oil is manufactured in the country, the 
oil-cakes can serve as food for cattle and also as manure. The 
Government should assist the development of oil-crushing industry 
in order to prevent this drain of India’s wealth. 

(/) Chemical Manures . India is poor in mineral manures. 
Mineral phosphates are of poor quality. Crude nitre is available 
in Madras and Northern India. In an advanced system of agricul¬ 
ture nitrogen is supplied from nitrate of soda, sulphate of ammonia, 
etc. In India, nitrogen is supplied by nature through rainfall and 
silts, but it is not enough. The increasing demand for artificial 
manures in India is indicated by growing imports from abroad. But 
the use of artificial fertilizers in India is very limited indeed. The 
relatively small amounts that are used are taken up almost entirely 
by the tea growers. Plans have been made to import 4 lakh tons of 
ammonia sulphate in 1949-50 while it. 1 r proposed to produce 
80,000 tons locally in Travancore. The Government have established 
a factory at Sindri, near Dhanbad in Bihar, for the manufacture of 
350,000 tons of sulphate of ammonia by 1951. Super-phosphate is 
an invaluable supplement to ammonia sulphate and is used to pre¬ 
pare a fertilizer mixture. We import rock phosphate to make about 
1 lakh tons a year. It is believed that within a reasonable period 
India will be self-sufficient in ohemical manures. 
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ig) Other Sources . Fish is used at places along the West Coast 
as manure. It is abundant here and is not used as food. Sea 
weed is available in immense quantities in areas near the sea coast 
and is a valuable fertilizer. Rice husk-ash is also a useful fertilizer. 
Bone meal is an excellent phosphate used for fruits and vegetables. 
Its free export abroad has been discontinued. Blood collected in 
the slaughter-houses and converted into powder would make an 
excellent fertilizer. 

In addition to these, the old methods of recuperating the soil 
by rotation of crops, mixed crops and leaving land fallow continue 
to be used to a more or less extent. The Government of India are 
laying very great stress on the use of all kinds of manures to step up 
production in the country. 

5 Agricultural Implements. “Agricultural implements in 
India are, on the whole, well adapted to local conditions,” wrote 
the Agricultural Commission. “They are within the capacity of 
the draught oxen, comparatively inexpensive, light and portable, 
easily made and, what is perhaps even of greater importance, easily 
obtained.” 1 There is, however, great scope for improvement in the 
light of modern knowledge. The Agricultural Department has 
introduced several types of improved implements like iron ploughs, 
sugarcane crushers, small pumping machinery, water-lifts, barrows, 
hoes, seed drills, fodder cutters, etc. Improved sugarcane juice boiling 
furnaces have also been adopted. But compared with the total number 
of implements used in India, the improved varieties in use are very 
few. The estimate of total number of ploughs in use was about 32 
million in 1937-38 while only 6,716 ploughs of improved variety were 
sold through departmental agencies. The Royal Commission attributed 
the lack of progress in this matter to two facts : Firstly, agricul¬ 
tural engineering was regarded as a secondary activity by the 
Departments and, secondly, the conservatism of the cultivator. 
The Commission suggested the reorganization of the Agricultural 
Engineering Section to remedy the first and greater propaganda to 
meet the second. ^Though expensive machinery is beyond the pocket 
of the small holder cheap improved implements could bo brought 
within the reach of his purse through producing parts of simple 
instruments on a large scale, railway freight concessions, and rebate 
on import duty. An excessive multiplication of improved types is 
is not desirable. “It merely confuses the cultivator ” The aim 
should be evolution of a small number of types suitable for a wide 
range of conditions. These implements will be useful for work on small 
holdings where individual cultivation is carried on with bullocks. 

As a result of (i) reclamation of fozntf-mfested and marshy 
lands, (it) of the abolition of Malguzari, Taluqdari and Zamindari 
systems of cultivation in some States m India, (Hi) and the opening 
of many multi-purpose projects it will be possible to constitute 
large holdings which can be cultivated on a co-operative basis with 
the help of heavy machines. The International Bank has sanctioned 

1. Agnpnltural Commission Report, p. 107, 
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& loan. of LO million dollars io purchase 375 heavy reclamation 
tractors from U. S. Most of them have been received and have been 
allocated to U. P. f C, F. f Punjab, Madhya Bharat, and Bhopal. 

It is" expected that they wilt reclaim about 9 lakh acres by! 951, on 
which Co-operative Farming Societies will be established. ' The Cen¬ 
tral Tractor Organisation will hire out these machines to provinces 
and States. This typo of cultivation is possible on larger holdings 
only. 

6* Improved Seeds. The importance of good quality seeds 
needs no emphasis, JX Jhas been estimated that an increase in 
production of 10 to 20 per cent can be obtained from improved 
varieties, The seed is indifferently selected by the Indian agricul¬ 
turist. In many cases the grain kept for seed purposes is consumed 
by the time the sowing season arrives, or deteriorates through 
careless storage. Then the peasant has to borrow seed of indifferent 
quality from the money-lender. If the entire area under food crops 
be sown with improved seeds, the problem of self-sufficiency would 
be automatically solved. 

In recent years the Agricultural Departments have done good 
work in supplying improved seed to the agriculturists. New disease- 
resisting varieties have been evolved. Some of the best wheat and 
paddy seeds known m the world have been produced in India. The 
farmer is also well aware of their value. But the difficulty is that 
there is not enough of them. The problem is one of multiplication and 
distribution. “The acreage under improved seeds in different pro¬ 
vinces varies from 1 2 to 9*7 per cent. C.P. and Madras are the only 
exceptions where the percentages are 22*7 and 23*2 respectively. 
The only remedy is to increase the number of Government farms 
where nucleus seeds can be multiplied. Schemes have been formula* 
ted by several States to this effect. U.P., C.P., Bombay and Bihar 
expect to increase their improved seed supply by nearly 250% by 
1951-52. Total result expected is nearly 50% of the land under food 
grains to be under improved seeds. 

Another aspect of having improved seed is to prevent its 
adulteration with inferior seed. In this connection some years ago 
legislative measures were passed to prevent deterioration of cotton. 
The Act is in force in certain areas of Bombay and Madras. Then 
there is the Cotton Ginning and Pressing Factories Act, 1925, under 
which adulterated or damped cotton can be traced not only to the 
factory which ginned or pressed it but also to the original owner. 1 

7- Control of Crop Diseases and Pests. Closely connected 
with the problem of better seed is the control of pests and diseases 
of plants The connection between these two is intimate because 
certain varieties of seed can be evolved which are immune to 
disease or are “disease resistant.” 

The problem is very serious in the case of sugarcane. A survey 
made in 1837 showed that 37 to 53 per cent of cane delivered to five 

1. Royal Commission Report, pp, 191*06 and ISO. 
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factories in Bihar was infected as against 20 to 35 per cent in 1936. 
This shows that the trouble is spreading. It is estimated that the 
total damage caused by insects, wild animals" and pests to Indian 
crops is about 10 to 20 per cent of the total production. 1 

The main preventives fall into two categories : (i) measures to 
prevent the spread of disease from one locality to another, (*i) 
measures to control the disease within a locality, (m) measures to 
protect crops from pests and (iv) measures of protection from wild 
animals. 

(t) The first involves measures to prohibit imports of diseased 
plants from abroad, and to prevent spreading of disease from one 
State into another. There is an Insects and Pests Act which allows 
importation of plants provided they are accompanied by a health 
certificate. “But insects and fungi that are harmless on their 
native soil may become destructive in foreign countries.” 2 Fumiga¬ 
tion of plants arriving in India from abroad is essential. This work 
should be entrusted to specially trained personnel. 

As regards the spreading of diseases within the country, the 
Insects and Pests Act permits inter-provincial legislation to prevent 
this spread but full advantage has not been taken of this provision. 

(ii) The second set of measures consists of adoption of resis¬ 
tance'Varieties, changing the condition of the soil or time of cultiva¬ 
tion and destruction of pests by chemical means. The last means 
dusting, spraying and fumigation by various chemicals. 

(m) Locusts and grasshoppers cause great damage to crops. 
Timely warnings of impending invasions are given. Personnel is being 
trained to guide the farmers in meeting the trouble. 

* (iv) Wild animals are a source of constant menace to standing 
crops. Gun clubs should be formed to meet this danger and licences 
for arms freely given. Food in storage is destroyed by rats and 
rodents. Cemented godowns, properly ventilated and regularly 
sprayed with D.D.T. and gammaxene. are the only remedy. 

The Government of India and State Governments are at last 
devoting attention to these matters. Co-operative effort would prove 
an excellent remedy. 

8. Livestock. Apart from land^ the most important and ex¬ 
pensive equipment of the agriculturist is his cattle. “Without them,** 
to quote M. L. Darling, “*he fields remain unploughed, store and bin 
stand empty, and food and drink lose half their savour, for in a 
vegetarian country what can be worse than to have no milk, butter 
or ghee V 1 On account of his small and fragmented holding and 
limited financial resources, it is not practicable for the Indian cul¬ 
tivator to use mechanical sources of power. For ploughing his fields, 
for lift irrigation, and for carting his produce and manure, cattle are 
indispensable. They are not only the source of milk but also supply 

1. Pamphlets on * ‘Self-sufficiency in Food” and “Protect Food and ^efcd 
Grains*’ published by the Ministry of Agriculture, Government of India, 1949. 

2. Naoavati and Anjaria - The Indian Rural Problem , p. 04, 
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manure and fuel when alive and when dead yield meat, skins, hair 
and bones for a variety of purpose. It has been estimated that 
Indian cattle, in spite of their being uneconomically exploited, yield 
an annual income of over Rs. 1,265 crores which is more than the 
value of India’s cash crops 1 m 

In spite of the utility and importance of cattle to India, how* 
ever, there are certain unfavourable features which deserve attention. 
In the first place, India is supporting too many cattle to be 
economically justifiable. * 

It is estimated that the total number of cattle in the area 
covered by the present Republic of India in 1945 came to 177 million 
against 178 million in 1940. This shows a fail of one million. 
During the same period there has been a decrease in the number of 
sheep, goats and other animals of 7 million from 98 to 91.® 

Roughly we had about 100 cattle for a hundred acres of land 
annually sown with crops. Eor Holland the figure Is 38 cattle per 
100 acres and for Egypt,' 25. Thus India possesses a very large 
number of superfluous cattle. However, the number of working 
cattle is no more than 55 million, and it is the working cattle that 
matters for agriculture. Thus, as in the case of our human population 
so in that of the cattle population we are carrying a heavy dead¬ 
weight. This naturally leads to the poor quality m both. 

There are various reasons for the excessive population of cattle 
in this country. The prejudice against destroying life is so strong 
among the Hindus that they would rather starve the cattle than 
kill them. Secondly, due to the inefficiency and high death-rate of 
cattle the cultivator has to maintain a large reserve. The close 
connection between “inferior quality” and excessive numbers has 
been well described by the Royal Commission on Agriculture who 
prove the existence of a vicious circle. ‘The number of cattle 
within a district depends upon, and is regulated by, the demand for 
bullocks. The worse the conditions for rearing efficient cattle are, 
the greater the number kept tends to be.” The inferior quality of 
Indian cattle is also due to wrong breeding, underfeeding and disease. 
These are all inter-connected. Excessive breeding leads to under¬ 
feeding which in its turn leads to low resistance against disease. All 
the three problems, therefore, demand our special attention. 

9. Cattle Breeding. Indian cattle are allowed to roam about 
for grazing in the village commons or on the stubble in mixed 
herds. Cows are thus covered by indifferent qualities of bulls and 
a progressive deterioration of the breed starts. To improve quality, 
breeding should be discriminate. Only good quality cows should 
be allowed to breed and they should Be covered by specially selected 
bulls . This involves castration of all male cattle except those 
regarded fit for breeding. It also involves the supply of selected 
bulls. The Veterinary Department has recently begun to perform 
the former function. As regards the second, Departments of Agricul- 

1. Ward in Economic Problems of Modern India, Vo). L, Edited by R.K 
Mukerjee, p. 140. 

to* Livestock Statistic *—Mioistry of Agriculture. January, 1950, 
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ture are paying greater attention, Very useful work is being done 
at the Hissar farm in the Punjab where pedigree Hariana breed 
bulls are being raised and are supplied at low prices for breeding 
purposes to District Boards, etc. Similar work is being done at 
Hosur farm in Madras n 

The Imperial Agricultural Research Institute, New Delhi, 
carries on experiments to evolve strains with better milking capacity 
suited to Indian conditions To improve milking breed two methods 
have been tried : cross breeding with sires of high milk-yielding 
strain from abroad and selection from indigenous cattle. “There is 
now general agreement that the latter is more calculated to produce 
results of lasting value, and it has been established that by careful 
selection from Indian strains, cows can be bred which are capable 
of giving milk yields comparable with those of foreign animals.” 1 
Mention may also be made of the technique of artificial insemination 
practised with great success in Russia. The method can be of value 
in India and is under investigation. 

10* Cattle Feeding. The cattle in India are underfed because 
(a) the available area for growing fodder is not enough to feed them, 
and ( b ) the system of feeding is wasteful. The cattle, especially dry 
cows and non-working cattle, are left to themselves to get what 
they can from the w^aste lands. The problem can be solved by 
(i) reducing the number of bad cattle, (ii) by controlled breeding, 
(Hi) and by increasing the supply of fodder. However, in view of 
our urgent needs to increase the production of food grains and jute 
and cotton it may not be possible to increase land under fodder. 
Production of fodder, however , 0 can be increased by cultivating 
higher-yielding crops like Egyptian clover ( Berseem ) and other 
grasses. The Agricultural Departments have made experiments to 
show that available fodder can be economized by stall feeding, by 
preparing silage from inferior straw, by preserving grass like hay, by 
chopping fodder with the lodder-culter, etc. 

11. Control of Cattle Disease* Indian cattle are subject to 
periodic epidemics (e. g. t rinderpest, foot and mouth disease)* These 
are due to low vitality, unhygienic surroundings and polluted efrink- 
ing water. Both preventive and curative measures are necessary. 
Research into the causation, prevention and cure of disease is carried 
out at the Imperial Veterinary Research Institute and excellent results 
have been achieved. It is proposed to extend its activities. Hygiene 
is a matter of education and propaganda is a part of the general 
scheme of rural uplift. Prevention of disease by inoculation with 
sera has been tried on a limited scale. Lack of funds and conserva¬ 
tism of the villager—the latter is gradually disappearing—have been 
the main limiting factors. Regarding the curative side of the problem, 
veterinary dispensaries exist and the itinerant staff of the department 
also visit villages to help the cultivator hut the number of such 
dispensaries is too small to adequately cope with the problem. 

We may conclude, therefore, by saying that what India wants 
is jpot more cattle but better cattle, 


1* Bengal Famine Commission (Final Report), pp. 178+9* 
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CHAPTER IX 

AGRICULTURAL LABOUR 

1* Urgency of the Problem. The physiocratic loader, 
once said, “Poor peasant^ poor king", poor country ” This may not 
bo true or other countries, but it is certainly time of India where 
about 70% of the people are engaged in agriculture and yet cannot 
produce food enough to meet the needs of the. people. 

It is really a pity that the Government of India have so far 
been giving their entire attention to industrial labour and neglec¬ 
ting agricultural labour As a result the condition of the landless 
labourer has deteriorated to a pitiful extent. After India has won 
her freedom, however, the Government have awakened to the urgent 
need for the regulation of agricultural wages m rural India and 
efforts are being made through legislation and otherwise to improve 
the condition of agricultural labourers. The problem is really an 
urgent one and needs tackling from all angles. To leave out the 
problem of agricultural labour in any scheme of agrarian reforms 
to-day would be like leaving a weeping wound unattended in the 
Agrarian system of the country. The In ban National Congress ii 
also ahve to the urgency of the problem and in the report of the 
Agrarian llcfotms Committee appointed by it the subject has been 
thoroughly discussed and useful suggestions made. 

It has been estimated on good authority that there are no 
less than 68 million agricultural labourers m India to-day out of a 
total working population of 160 millions, including artisans, small 
land-holders, tenants and landless labourers 1 It is a matter for 
anxiety that this number is steadily on the increase. The following 
figures for Madras indicate the tendency :— 

1901 1932 

Cultivating landholder 484 390 \ per 1000 

Lab mrers 345 429 f persons* 

2. Types of Agricultural Lahoar. Agricultural labourers 
have been classified mto three groups : id) field labourers, hke 
reapers, ploughmen ei>c., (b* ordinary labourers, lik * weii-diggers or 
otheis who do odd jobs, (c) skilled labourers, like m isons, carp niters 
blacksmiths, etc. Then there are smdl holders of land (share¬ 
croppers) who are little better than landless labourers and are even 
in a worse position. To eke out a living they have to undertake 
casual jobs Besides these, there are tenants who till lands which 
they take on temporary lease. They share crop with the owners of 
land and are known as ‘share-croppers’. Due to the competition 
for land they are rack-rented and are no better than ill-paid casual 


1* L.L.O, 1944 estimate. 
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labourers. There is a high percentage of female and child labour 
amongst them The proportion vanes with different provinces, 
being lib out of a 1,000 in the Panjab and 411 in Orissa. 

3, Rates of Wages and Methods of Payment. Trustworthy 
statistics regarding wage rates of agricultural labour are not available. 
Computation of such wages is difficult owing to the prevalence of 
wages in kind and the existence of supplements and concessions which 
differ from place to place. Dr. R. K. Mukerji has done good work 
in the collection of statistics in this direction. It is seen that field 
labourers are often paid in kind for their services. They receive 
a share in the crop with other dues which are fixed by custom vary¬ 
ing from province to province. In spite of the rise in wages during 
World War II, it is seen that labourers have suffered much from 
the high prices as there is a good deal of time lag between wages 
and prices. Recent enquiries have shown that it is not easy to 
assess cash value of wages paid in kind, but where paid in cash they 
range as below 

Madras 1946 Men -/I2/7 to -/15/1 per day 

Women -/8/11 to -/9/2 „ „ 

Bombay 1944 Men -/10/- to 1/-/- „ 

Punjab 1945 Men -/13/- to-'l5/- „ „ 

(United) 

U. P. 1944 Non-wheat area Rs. 46/- to Rs. 182/* 

per annum. 

Wheat area Rs. 355/- per annum highest. 

West Bengal 1945 • Men -/9/- to -/15/- per day 

Ajmer Marwara 1948 Men 1/4/- to 1/8/- „ „ 

Women -/14/- to 1/4/- „ , f 

Children -/10/- to 1/-/- „ „ 

The problem of computation of wages is made complex by the 
existence of different systems of wage payment ranging from con¬ 
tract piece-wages to time-payments daily, monthly, seasonal or even 
annual. Advances are given. Perquisites like clothes, housing 
accommodation, bonus at birth, death or marriage are frequent. 
To evaluate wages in rural India is, therefore, a stupmdous task and 
it v ouid not be an easy thing to standardize them and make them 
uniform. " « ' . • \ . ’ , v o < , l 

S P The Minimum Wages Act, 1948. This Act lays down that' 
every provincial government, before the expiry of three years from 
the announcement of the Act, will lay down minimum wages for 
people working in agriculture. The substantial peasants benefited 
by the war-time boom as they had every time something to sell, 
but as the agricultural labourer had nothing to dispose of, his 
condition has not improved and in some cases has actually deteriora¬ 
ted. The Government, therefore, thought it necessary that the 
daily minimum wages of agricultural labour should be fixed with 
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regard to local costs of lining as tvell as keeping in view the ‘general 
standard of living of the local workers, Accordingly, a comprehend 1 
isive inquiry was started in 194$ into agricultural labour eonditioh$ s 
in about 2,000 villages. The work is going on satisfactorily and ' 
will be completed by 1951 when the Minimum Wages Act will be 
implemented. Wages Boards are suggested by the Agrarian Reforms 
'Committee for different areas to determine the minimum wages in 
their localities. Such Boards should be representatives of the 
landed peasantry and agricultural labour. They should make 
sufficient study of class of cultivation and standards of living of both 
the peasants and the workers. 

We have discussed above the immensity of the task of collec¬ 
tion of wage facts in India. In addition there is the problem of 
inspection and checking. In India agricultural labourers are abso¬ 
lutely unoigamsed and are scattered in lakhs of vdliges. The 
problem, therefore, becomes all the more difficult tb handle. Some 
economists, therefore, suggest that our immediate task should be 
to make agriculture a paying industry and to organise labour so as 
to create conditions for the growth of collective bargaining between 
masters and men rather than to extend the Minimum Wage Act to 
rural areas. The Government are, however, serious about improving 
the condition of agricultural labour and have committed themselves 
to this task, however immense it may be. \t will not be out of place 
to mention here that it would be difficult to enforce legislation 
regarding fixation of wages without stabilizing agricultural price*, 
specially when there are no labopr organisations. Louise E. Howard, 
an authority * on the subject, opines, “ In such backward countries, 
as a rule, only general measures to add to the prosperity of the 
^agricultural proletariat can be contemplated 55 It may also be 
mentioned that the I. L. O. has emphasized equal pay for equal 
work without any disparity in the wages of males or females. The 
U.S.S.R. makes no distinction in this respect. We should not be 
ashamed to copy good wherever it is. 

5. Regulation of Hours of Work. Hours of work vary from 
place to place, season to season and even crop to crop. 

Usually the agricultural labourer does not work all the year 
round. But when he docs work, his field day is very long. The 
industrial labourer lias the benefit of legislation in regulating his 
hours of work. Nothing has, however, been done to give the same 
privilege to the agricultural labourer whose hours are very long at 
the time of sowing and harvesting but the work is varied and is 
not so tedious. The Agrarian Reforms Committee suggest that 
the day should not exceed in any case 12 hours for males and 10 
houxa for females and that extra payment be made to him if the 
work exceeds eight hours. It would be difficult to enforce 
regulation of hours but conventions once established would rule. 

6. Agrestic Serfdom. Dr. Mukerji, another Economist, 

h .Speaks of a class of agricultuial labourers who never receive cash 

^ payment and who are no better off than slaves or serfs. The Col is 
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\\ m Bombay, the Puleyan in Madras, the Kamya in Bihar, the Chaka? 
U m.Orissa, the Shalkari in C. P. are some of them. They are practi* 

* 1 cally purchased by their owner, Hallis in Bombay are no better 
if off. They usually get a small ration of food grains varying from 
j place to place. In some case** they are allowed to pick up grain out 
j; of the dung of the animal, wash it and use it, leaving the dung to be 
4 burnt by the master. In other cases, the Halli becomes a life-time 

• serf of the master who has purchased a wife for him. 

Some of these labourers perform begar or forced labour in many 
provinces. The Punjab, too, is not free of this evil. In other 
provinces where there is sub-infeudation, the evil is much worse. 
The residents of the village have to render some days’ forced labour 
to the landlord, wazranas have to be paid in cash as well as a portion 
of the fowls, goats and other domestic animals has also to be given 
to the landlord. 

7. Organisation of Labour—the only Remedy. Abolition of 
zamindari has been mooted in some provinces. Legislation has been 
enacted in many to help tenants and labomers. The Constitution of 
India has made serfdom a penal offence, It may, therefore, be 
reasonably expected that in course of time begar will be eliminated 
and the status of landless labour improved. 

Some action has, however, to bo taken to expedite the process 
The Agrarini Reforms Committee suggest that side by side with a 
well-planned agricultural code there must* be country-wide organisa¬ 
tion of agricultural labourers, whose objective should be to cairy 
on constant propaganda for lifting “this huge mass ox population 
from sub-human levels of existence, which, m some places, have run 
to such depths as living on snails, rats and grains puked from cow- 
clung”. The labourers should be no longer exploited by the sub¬ 
stantial peasant. The clash of interest of the landed peasantry and 
the agricultural proletariat should be check-mated by organised 
unions of agricultural labourers, who will work for their benefit in a 
co-operative spirit through co-operative methods. Otherwise con¬ 
flict between the landed peasantry and the landless labourers is 
imvitable. Th's conflict Will lead to bloodshed sooner or later, 
sooner rather than later. 

! 8. Difficulties in the way of Labour Organisation. To 

lerganiso vast numbers of agricultural labourers who are scattered 
| over immense areas into unions is not going to be an easy task. 

I Their ignorance and illiteracy add to the stiffness of the task/ Many 
|of them belong to the depressed classes who still form an inferior 
I stratum of society in this country in spite of all that has been done 
] to regenerate them. The political worker has so far been more 
busy at organising in industrial areas. In the village demand for 
labourers is very casual and seasonal. There are brief periods 
of intense activity with no work during the intervals. The Kisan 
Sabhas have so far almost wholly neglected agricultural labourers. 
Hence there are no data, and no well-defined views about them. 

To solve the difficulty, therefore, in addition to efforts at 
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organising rural labour* plans should be put in operation to provide 
more work for landless labourers Such plans may be of ih© 
following types :— 

L Adoption of rotation of crops and mixed farming methods 
to secure more than one crop in the year and provide more Conti* 
nuous work to agricultural labour. 

2. Establishment of rural labour exchanges to bring the job 
and the labourer together. 

3. Introduction of such cottage industries as aie allied to 
agriculture, e g dairy farming, oil pressing, vegetable and fruit 
farming and tinning for the market. 

4. Reclamation of weed-infested and mar kinds to settle 
labourers on them. 

5. Women labour to be reserved for household work or for 
"Some soft jobs for which this labour is specially suited, e g. 9 picking 
of vegetables, groundnuts, cotton and tea. 

As more and more landless labour is absorbed in useful 
activities, in which it will be aided by co-operation, its standard of 
living will rise, whiefe in its turn would make its organisation a more 
feasible job. 
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1. Importance of Irrigation. The soil, seed and manure may 
he good, the implements and cattle efficient, but without an ade¬ 
quate and regular supply of water, agriculture is a precarious busi¬ 
ness. Where rainfall is not se asonable and adequate , artificial irriga¬ 
tion is indispensable for agricultural operations. 

The average rainfall in India as a whole is 45 inches per annutp* 
but local variations are considerable., For instance, in western 
Sajputana it is not more than 10 inches in rhe year, while in the 
submontane tracts of the United Piovinees it is as much as 50 to 
100 inches. Tne second characteristic of raimal! is that itjg un¬ 
equally distributed through seasons. Most of the rain in the country 
(except in Madras) falls between June and October. The test of the 
year is verj' dry. Thirdly, rainfall is sometimes de ficient and is liable 
to failure. Thus before the era of railways and canals, “ghastly 
famines ravaged the country periodically and scarcity was the 
common lot of the people over large areas in many years/’ 1 2 

2- Area under Irrigation. In 1945-46 the total sown area in 
the provinces and States now covered by the Indian Republic was 
218 million acres of which 39 2 million acres (18%) wc^re artificially 
irrigated. Today (1950) 55 million acres, including the double- 
cropped area (i.e. } about 20 per cent in all) are irrigated. The 
importance of irrigation, however, varies considerably in different 
provinces* as the following table relating to the year 1939-40 
indicates 


Major i ravine vs 

Percentage 
oj irrigated 

Major Provinces 

Punjab (E. and W.) 

to total 
sown. 

.. 6« 9 

A-sam 

Mi d'as 

... 29*3 

Hencol (E. & W.) 

Vmted Pioxinco 

... .9*2 

Bombay ... 

Bihar 

... 22*5 

C.P. and Berar 

Oritsa ... 

... 215 

All India *. 


Percentage 
of irrigated 
to totaP 
sown, 
... 8-7 

... 6*8 

5*0 
6*1 

... 24*3 


The low percentage of irrigation in Bengal and Assam need not 
cause concern because of the plenty of rainfall there. But the pro¬ 
vinces of Bombay, Madras and East Punjab where rainfall is de¬ 
ficient, requhe more irrigations! facilities. 

3. Kinds of Irrigation Works. There are three main types 
of irrigation works in India.: (a) wells, (6) tanks, (c) canals. 


1, 8»r Bern* rd Barley in Economic Problems oj Modem India, op. oifc.* p# 
148. also Indian Year Book, 1944-16, p, 288. 

2. As regards the total area irrigated in 1939, it was in TJ.P. (13*1 million, 
acres* Madias 10 6, Sind 5*28, Bihar 6 22, Bengal 2*0, Orissa 1*5 Bombay 

1*4, C.P. and Berar 1*3 and K.W.F.P. 1.46 million acres. 
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! Out of a total area of 275 million acres in India in 1949*. 
\ 85 million acres were irrigated which was distributed under different 
i types of irrigation as follows ;** * ' 

Irrigated Abba (In millions of acres) f 

By By By By Total \ 

Canals Tanks Wells other sources area 

28 6 14 7 55 

{a) Well Irrigation. Surface wells. There are about 2J million 
wells in India and the total capital invested in them comes to about* 
Rs, 100 crores. The chief well-irrigated provinces in India are 
Punjab, U.P., Madras and Bombay. Wells are mostly private works 
but the Government also helps in their construction by advancing 
takhavi loans 1 and by temporary exemption from enhancement of 
revenue on lands improved by well-irrigation. Jn pursuance* of the 
Grow - M ore - Foo d campaign 72,000 wells were sunk between 1943 f nd 
lO^^Puring the next two years 59,000 new wells were constructed* 
On an average a well can irrigate 5 acres of land and give an extra 
yield of a ton per well. The surface well has the great advantage 
that it can be constructed with resources available within the coun¬ 
try. Subsidies and loans are therefore granted by the Government for 
construction of wells. 

\ Tube Wells . In 1948, the Government of India secured the 

' services of two American experts to consider the best method of 
supplying water to crops from tube-wells on the basis of volume, 
acreage ; the spacing of tubet-wells so as not to disturb the spring* 
water supply, and radial tube-wells and the agronomic problems of 
* the usar land. 

The experts have reported that there are excellent prospects for 
tube-well irrigation in East Punjab, U.P, and Bihar. The Govern¬ 
ment has accordingly planned to sink 6,000 tube-wells in India. The 
main difficulty in the way is lack of power, to supply which a number 
of projects are in hand. A Central Groundwater Organization has 
been set up (1948) to explore the groundwater resources in India. 
It has been suggested that the rigs and equipment of this organisa¬ 
tion should be distributed among those provinces. A tube-well goes 
to a depth of 60 ft. to 500 ft. and can be sunk only with the help of 
mechanized drilling equipment. It draws up about 33,000 gallon# 
per hour and can irrigate about 500 acres of land. 

Lift irrigation schemes are being put into operation in Bombay^ 
Travancore and Cochin through 4 Co-operative Societies which get 
loans and subsidies of Rs. 10,000 each from government for one such 
schemer 


1. Loans given under the Land Improvement Loans Act of 1SS3. Under J 
this Act advances are made to approved applicants at 6 per cent interest* 
(Bombay 6 per cent) and recovery is made by easy instalments, periods varying 
from 7 to 30 years* 
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{i) Tmkfr. While wells can be privately owned, tanks are 
almost always administered by the State, Outside the Punjab they 
are found in almost all provinces. Madras contains the largest 
number—about 35,000. They are of all sizes ranging from big 
lakes—formed by the erection of high dams across the beds of large 
hut irregularly flowing rivers—to village ponds. Most of the tanks 
date from very early times and many are silted up. They are of 
great use in places where xt is not possible to construct canals but 
they need constant cleaning. 

The Government is now taking keen interest in the repair and 
construction of tanks. Thousands of minor irrigation schemes have 
been completed all over the country and many more are in hand. 
To this end the Government of India are sharing half of the 
uneconomic part of the expenditure with the State Governments, 

(c) Canals are the most important form of irrigation at the 
present time. With very few exceptions, they have all been construc¬ 
ted and are being maintained by the State. Qanals are of two types : 
peiennial and inundation canals. Perennial canals have an assured 
mjpply of water all the year round. The inundation canals get watejr 
only m flood time. A third type of canals—storage works canals — 
may also be mentioned. They are constructed by building a dam 
across a valley to store the rain water during the monsoon. This 
water is then distributed for irrigation when required by the neigh¬ 
bouring lands. Such works exist in Deccan, CP. and Bundelkhand. 

Before 1921 canals were classified by the Government in a 
different waj. They were called : 

(i) Productive works which w ere expected to yield a net revenue 
sufficient to cover the interest charges on the capital invested with¬ 
in ten years of their completion. These are found mostly in 
Northern India and Madras. 

(if) Protective works which were not expected to yield a direct 
return but served as insurance against famines. The cost was gene¬ 
rally met from the famine relief funds. 

(Hi) Minor works which belonged to a miscellaneous class, e.g., 
tanks. They are also financed from current revenues. 

Since 3921 thk classification has been abolished. Now irrigation 
works for which capital and revenue accounts are kept are classified 
as (i) productive and (it) unproductive 

( 4« Irrigation in India. Government irrigation policy has passed 
throhgt the following stages ; — 

(a) The first efforts of the British engineers were directed 
towards the improvement of the old existing works such as the 
-Western and Eastern Jumna Canals, the Ganges Canal and irrigation 
works in the Cauvery and Kistna river deltas. In the Punjab, the 
Upper Bari Doab replaced the Old Hasli Canal which had carried 
water to Lahore and Amritsar in olden days. 



IRRIGATION 


187 

i (&) The second Mage was of canal construction through private 
companies. The East India Irrigation and Canal Company w&fc 
formed in 1858 to construct canals in Orissa* By 1806 its capital 
Was exhausted and the Government had to take it over* Orissa 
canals were eventually completed, as was the Sone canal in Bihar 
hy the State. The same was the fate of the Madras Irrigation 
Company, formed in 1863. 

(c) The third stage was the construction of productive irrigation 
works by the Government through funds raised by loans during 
1880 to 1900. This led to the construction of five irrigation works 
of great magnitude including the Sirhind Canal in the Punjab, the 
l40wcr Ganges and Agra Canals in the United Provinces. 

(d) The fourth stage was the construction of colonization canals 
in the Punjab which are now included in Pakistan. 

(e) The fifth stage was the construction of Famine Protective 
Works. After the groat famine of 1877-78 it was decided to set 
apart Rs. 150 lakhs a year in the Famine Relief Insurance Fund. 
Hall of it was to be used for famine relief when need arose and the 
other half was allotted for the construction of railways and canals. 
Batei.' the whole amount was used for irrigation works to protect the 
country from famines. Under this scheme the Betwa Canal was 
constructed in C.P. with two storage reservoirs, the Rushikulya 
project in Madras and several important storage schemes like Nira 
nnd Periyar Canal systems fed by lakes held up by dams in Bombay. 

(/) The Indian Irrigation Commission, in 1903 laid 
down a definite policy regarding “the selection, financing and 
maintenance of canal works/’ As a result a large number of new 
works were undertaken between 1905 and 1914. The most important 
of these was the Triple Canal Project in the Punjab. Most of the 
other works constructed were famine protective works in the hilly 
tracts of the C.P., Bombay, Deccan and Bundelkhand. The Triveni 
Ganal in Bihar was also completed. 

(g) Post-war (1914-18) Dei eloptnents. After the Reforms of 
1919, irrigation became a piovincial subject. The Provincial 
Governments gained much larger initiative in the construction of 
canals. They had to obtain the sanction of the Government of 
India only if the estimated cost was more than Rs. 50 lakhs. Money 
could be borrowed or appropriated from the Provincial Famine 
Insurance grant when not required for famine relief. Due to 
prosperity following World War I many new irrigation schemes were 
launched : (?) The Sutlej Valley works in the Punjab completed at 

a cost of Rs, 33.31 crores ; (ii) the Sukkur Barrage opened in 1932 
at a cost of Rs. 24 crores ; (Hi) the Sarda River Irrigation Scheme 
irrigating parts ofRohilkhand and Oudh opened in 1928 and esti- 
mated to irrigate a million acres ; (iv) the Cauvery Mettur Project in 
Madras, which irrigates 300,000 acres ; (r) the Nira Right Bank 
Canal Scheme, with which is connected the Lloyd Dam, is one of the 
Wggest of its kind; (vi) the Damodar Canal in Bengal has been 
recently opened. 



138 


INDIAN ECONOMICS 


The Agricultural Commission recommended a closer relation* 
between the Agricultural and Irrigation Departments They also* 
recommended the creation of local advisory committees to deal 
with complaints about irrigation. Finally they recommended tho 
establishment of a Central Bureau of Irrigation at Delhi to ensure* 
free exchange of information and experience between provincial 
irrigation officers and to co-ordinate research and disseminate re** 
suits. This was done in 1931. 

1 5. New Irrigation Schemes. After the partition of India,' 
the National Government have realised the urgent need for irriga¬ 
tion to produce more food In pursuit of this object concerted 
efforts are being made to put into effect a large number of irriga¬ 
tion schemes, big and small. The chief obstacle is the lack of 
enough power and machinery. When completed, these single and* 
multi-purpose projects, 170 m all, will irrigate another 25 million 
acrCs. At present only 6% of the available water is purposively 
controlled, while the rest runs waste to the sea and sometimes causes, 
heavy loss to life and property on the way. 

Madras has an ambitious programme of irrigation in hand. 
These schemes can be grouped under three heads—(a) short-term 
schemes to cover an area of about 4 lakh acres at a cost of Rs. 5 
crores, (5) middle-sized schemes to cover an area of 5 lakh acres at 
a cost of Rs. 30 crores, (c) major and long-term schemes to cover 
an area of about 30 lakh acres at a cost of Rs. 78 crores The total 
area benefited by these several schemes put together will be four 
million acres. These projects include the Tungabhadra river project, 
Rampadasagar project, Kistnapennar project, the Lower Bhawani, 
Gaudi Kola project and Malanpuzha project. 

J7. P. is also forging ahead with some very useful plans. 
Several new dams, power houses and canals are proposed to be built to 
generate electricity which will be utilized for working a large number 
of tube-wells. The Pipri dara and power station project is the most 
important. A dam 280 ft. high impounding nine million acre feet 
across Rihand will bring 4 million acres under irrigation at a cost 
ofRs. 10.2> crores. Flood control, fish culture, navigation and 
recreation facilities will be additional advantages. The Nayar Dam 
project on the River Nayar, a tributary of the Ganga, will give a 
huge amount of electricity as well as irrigite an area of 238,000 
acres and further improve the irrigation of a million acres. The 
Ram Ganga project is expected to irrigate 8 lakh acres besides 
supplying electricity. A large number of other schemes such as the- 
Supra Dam project, the Kotbri Dam scheme, and Lalitpur Reservoir 
have been sanctioned. 

West Bengal has the Damodar Valley project in hand whiejb 
will give an income of Rs. 6 crores to the cultivators every year. 
Construction has started. Work on the Mor Reservoir project haa 
also started. It contemplates a dam on River Moorakehy. The* 
reservoir will have a capacity of one million acre feet and will 
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frigate 6 lakh acres. In addition, the?© are mxny other minor 
schemes under construction. 

The most important scheme in Bihar is the Kosi Multi-purpose 
Project for irrigation, power, navigation, flood control, reclamation 
of water-logged land, fish culture, etc. It will cost Rs. 90 eroree 
and irri^te over 2 million acres besides supplying about 1.8 million 
kilowatt of cheap power. The Gandak Valley project envisage# 
a weir across the Gandak. It aims to irrigate about siac 
lakh acres in Saran Distiict and ft 0,00ft acres in Monghyr district* 
Bihar has also m hand many water-lifting schemes with the help of 
power-pumps. 

Bombay has a large number of irrigation projects in view, such 
as the Mcshwa Canal project the Main Canal project, the Verdata 
Tank project, the Gangapur Dam project, the Girna project, the 
Asoga Reservoir scheme and the Dadi project at a total cost of 
Rs. Si (Tores. They will irrigate about 7,60,000 acres. 

0 f\ and Berar have designed to undertake the construction 
of eleven projects at a cost of Rs. 4 crores t > irrigate over 2 lakh 
acres of rice land. The Narbada-T&pti multi-purpose project 
envisages the iriigation of a million acres of land m C. P, and 
Gujarat, besides controlling floods in monsoon months. The work 
is proposed to be carried out by the Government of C P. and Berar 
in co-operation with the Central Government. 

The Punjab proposes to irrigate 4 5 million acres of land in* 
Gurgaon, Hissar, Rohtak districts and P.E.P.S.U. and Bikaner. The 
Nangal project, which will supply power for the construction of 
Bhakra dam is progressing satisfactorily. Road and rail approaches, 
to the site ha\'o also been completed. Besides canal projects, a large 
number of tube-wells are being sunk, 

Orissa proposes to develop the Mahanadi Valley, The Central 
Waterways, Irrigation and Navigation Commission (C.W.I.N.C.), 
which is the national agency for the control of multi-purpose projects* 
has designed three dams, each with its own canal system and hydro¬ 
electric installation at a total cost of Rs. 47 81 crores. There are 
many o( her minor schemes including dams and diversion weirs on 
streams in hand. 

The merged States and States Unions, too, are not behind-hand 
in undertaking works of irrigation. Hyderabad, Mysore, Saurashtra, 
Gwalior, Travancore, Cochin, Madhya Bharat, Bhopal and Rajasthan 
are all rapidly forging ahead. 

6. Some Important Multipurpose River Projects. Until 
veiy recently the sole object of irrigation works constructed by the 
Government was to provide irrigation facilities. The nature of new 
projects has now changed. Only a little water is available in streams*, 
kepce the new schemes are being based on storage of water available 
during the rainy season. The C.W.I N C. was set up in 1045* 
to plan and co-ordinate the organisation, control and supervision of 
these projects. This introduced a radical change in the policy 



140 


INDIAN ECONOMICS 


«>£ the Government. It was laid down that the scope of water 
exploitation would no longer be confined to the purpose of pro¬ 
viding irrigation but would extend to other objects such as genera¬ 
tion of electric power, navigation, flood control, control of malaria, 
prevention of soil erosion, water-logging, fish culture and recreation. 

As a result of the new policy a large number of multi-purpose 
projects are under construction and investigation. A few words 
about some of them will not be out of place here. 

(a) The Damodar Valley Project. River Damodar runs through 
Bihar and Bengal. The project consists of a number of dams and is 
one of the most important in India. It will cost Rs. 55 crores. The 
Government has created a semi-autonomous body to manage it, 
called the Damodar Valley Corporation on the model of T.V.C. in 
America Two canal systems will take off from either bank of the 
river irrigating an area of 8,63,000 acres. Increased production is 
valued at Rs. 5 crores a year. Nearly 300.000 k.w. of electric 
power will also be available. It will not only give us irrigation and 
power but will also harness the destructive waters of the Damodar. 
The International Bank has granted a loan of $22 million for pur¬ 
chase of thermal plant for the project after careful survey and 
investigation of its possibilities. Steady constructional work is being 
done and it is proposed to put the scheme to actual working by 1854. 
It is expected that in the near future this area imy aptly be styled 
the Ruhr of India. 

(b) The Mahanadi Valley Project will comprise three dams—-one 
at Hirakud near Sambalpur, the second at Tikarpara, 130 miks 
down, and the third at Naraj near Cuttack. It will irrigate no less 
than T1 million acres, generate 3£ lakh k.w. of power and provide 
navigation facilities from Sambalpur to the sea, a distance of 300 
miles. It will thus help to develop the buried mineral wealth of 
the country and to set up a large number of factories to manufacture 
cement, steel, sugar, and chemicals and thus convert this area into 
one of the richest in India. This project is one of the three that 
have been given the highest priority and is expected to be finished 
by 1954. Its total cost will be Rs. 48 crores. 

(c) Bhakra and Nangal Projects . The whole economy of (East) 
Punjab was unhinged by the partition. Labour was not available. 
There was a dearth of funds. Pakistan objected to the project for 
fear of its water supplies being affected. In spite of all those difficul¬ 
ties, however, the projects have been placed on the highest priority 
list as it has been realised that Punjab oannot be rehabilitated 
unless they are completed by 1954. 

Nangal Project will supply power to Bhakra. It comprises a 
barrage across the Sutlej at Nangal, 8 miles below Bhakra, which will 
be 1,029 feet long and 400 feet wide with its foundation 50 ft. below 
the river bed and above which will take off a lined canal of 10,000 
cusecs capacity for two power-houses to be operated by a fall of 98 
feet each and provide 80,000 k.w. of energy. 
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The Bhakra involves the construction of 480-fL*high dam, 
across a gorge at Bhakra and creation of a reservoir* with a oapa* 
city of 3\5 million acre feet capable of a mean discharge of 3,600 
eusecs per second for a period of 270 days-the dry part of the year* 
The irrigation system will consist of 200 miles of lined canals and 
a network of distributor! es commanding a total area of about 4*5 
million acres of land. The scheme will also generate 1,60,000 kilo¬ 
watts of electricity at a total cost of Its. 70 crores. The work of 
designing the dam has been entrusted to Mr. Savage who is generally 
considered the biggest living authority on high dams and has already 
designed marvels like the Boulder Dam in U.S.A. 

The work on the Bhakra Dam has commenced in right oarnest. 
Punds have been allotted by the Central Government and steps are 
being taken to obtain the required plant and machinery. 

75)£Appreciation of Government Irrigation Policy* India ia 
fortunate, in her immense water resources, but not more than 6 per 
cent are hitherto utilized. The rest run to Waste. Large areas are 
lying as culturable waste, others produce ]>oor crops for want of 
irrigation facilities. Besides the total installed capacity of hydro¬ 
electric power is not mores than half million kilowatts against an 
estimated potential of about 40 million kilowatts. 

The British did not do much to utilize the potential resources 
of India, At long last she has a National Government which is giving 
irrigation and hydro-electric piojeets its best attention and their t 
execution the highest priority. These piojeets are going to play 
a very important part in raising the per capita production and the 
standard of living of India’s teeming millions and will thus lay by 
the bogey of famine and change the present food deficit into a sur¬ 
plus. AH these projects, some of which have already been* taken in 
hand and others are in the process of being investigated and sur¬ 
veyed, will add over 25 million acres to India’s existing irrigated 
area and will also add about nine million kilowatts of hydro-electric 
energy to the existing half million. They will also give us many 
other facilities and will thus bring about no less a revolution in the 
life of the people than the Tennessee Valley Authority in U. S, A. 

♦ No doubt they involve an expenditure of hundreds of crores of 

rupees during the next seven years for which plans have been 
drawn up, but they will ultimately give an added stimulus to trade 
and industry and* provide employment for lakhs of people who are 
at present either unemployed or under-employed. Through the 
increased prosperity and taxable capacity ot the people, the Govern- 
f ment of India will gain an enhanced income to meet its greater 
responsibilities and activities. 

8. Dangers of Irrigation. Large irrigation projects have not 
proved an unmixed blessing. Water dogging and salt effervescence 
in certain areas in Punjab (Pakistan) and Bombay have led to 
deterioration of the soil and unhealthy surroundings, A good deal of 
land has thus become unfit for cultivation. It has been due to the 
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-rise in the water level, the effects of which appear in twfr forms : 
i%) saturation of the soil locally known as sem, and in worst-affected 
stress the formation of jheeh ; (u) concentration of salts in the upper 
layers of the soil, locally known as thur or khar , 

According to Pro. Brij Narain, the approach of the danger is 
marked by the following stages 

(i) For one or two years barani crops are unusually successful, 
{ii) In the third year patches of kallar begin to appear on the 
•affected fields and seed does not germinate on these patches, 
■(in) Yield begins to diminish and the patches extend till they 
cover the whole field, (iv) Depressions in dose proximity to the 
canal remain full of water of a rusty colour, (v) The spring level 
rises and comes closer up to the surface, (vi) Homes in the abadi 
begin to crumble to dust, (vii) An obnoxious odour is emitted by 
>abad%8 and the drinking water tastes raw. 1 

What happens actually is that the salts of the soil come up tos 
the surface with the rise of the sub-soil water level The canald 
bring this about in two ways. They intersect drainage lines an^r 
cause rain or flood water to be held up. Secondly , they cause the 
own water to seep vertically until it reaches the spring level “If 
the sub-soil outflow is not enough to balance the inflow, the 
spring level rises being drawn up by capillary attraction and all th$ 
.salts of the earth come to surface and make the land unfit for 
crops.’* 

The remedies usually suggested for this phenomenon are : (a) 
Pumping out of water by tube-wells and other methods of drainage. 
{b ) Proofing of canal beds by concrete. But this does not improve 
the distribution channels. ( c ' Opening out of obstructed drainage. 
*This may involve the re-makmg of the whole canal (d) Re¬ 
placing canal irrigation by well irrigation. This would be very 
expensive though the expense may be worth while where the danger 
is imminent. ( e) Prevention of over-irrigation. The present system 
«of supply leads to over-irrigation. Charge for water is made not 
according to the water used but according to crops matured. The 
sale of water by volume has not been tried but it is held that it 
would make the cultivator economize water. 

| 9. Water Rates. A few words may be said about the fixing 

j of water-rates. The maximum that the Government can charge is 
I indicated by the net benefit derived by the cultivator from canal 
\ water. This would mean the appropriation of the whole of the 
I increase in the return from land due to use of canal water. The 
/ minimum is represented by the cost of supply, including interest on 
| capital and maintenance of canals. Charging according to cost of 
* service is indefensible on various grounds. It will give the benefit 
of canal construction to a section of the people while the river water 
is the property of the whole community. Canal construction is 


1. Brij' Narain —Indian Economic Life, p. 383. 
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tfinanoed partly from surplus revenue and partly out of money 
borrowed on the security of general revenues. Some of the benefits, 
therefore, must be shared by people as a whole. Some people present 
the analogy of railways and draw attention to the low profits made 
by them on capital compared with high profits from canals. Rut 
this analogy is not admissible, since the benefits from railways are 
enjoyed not by one fortunate section of the people but the whole 
•community. Canals, therefore, must contribute to the general 
revenues. In other words, a part of the water-rates must be m the 
nature of a tax. In view of 'the great increase of the prices oT 
agricultural^products and the high profits gained by the zamindar 
and the urgent need for increased revenues for nation-building 
activities, an increase in abiana rates is justifiable. The U* P. 
^Government have thus doubled the old rate and the Punjab Govern* 
ment increased it by 50 per cent. The rate, however, should not be 
too burdensome on a class of people most of whom are poor 1 


« 


1. I or a fuller dibcuteion of the subject see Report of the Punjab Abiana 
Committee (1933) end Indian Taxation Inquiry Committee (1922)* 



CHAPTER XI 

MARKETING OF AGRICULTURAL PRODUCE 


1* The Nature of the Problem. Not long ago India had a 
self-stifficient village economy. All that was produced was consumed 
ja the village or in its neighbourhood. The problem of marketing 
dfd not exist. Things have changed now. The surplus produce 
of the village is sold in distant markets. The money thus obtained 
is used to buy goods produced far away* to pay land revenue, and so 
forth. The economic position of the peasant thus depends on the 
money he can secure from the surplus he has to sell. Ho has little 
control over juices which are determined by the broad factors of 
supply and demand in the world at large. His sale proceeds can be 
increased by handling the produce better and reducing the charges of 
intermediaries between him and the consumer. This can be done by 
removing the handicaps from which the farmer suffers. Agriculturists 
in all countries are handicapped by the seasonal and scattered 
character of their operations and their great dependence on nature. 
In addition to these, the Indian peasant is handicapped by his 
illiteracy, ignorance, conservatism, lack of capital, defective means 
of transport and a host of other disabilities. Wo shall now study 
some of the important handicaps of the farmer as a seller and the 
remedies thereof. To quote the Agricultural Commission : “Until he 
(the peasant) studies the art of sale, either as individual or through 
combination with other producers, it io inevitable that he should 
come off second best in his contest with the high specialized kn >w- 
ledge, and the vastly superior resources of those who purchase his 
produce.” 1 His main handicap is that he has to sell his produce at 
an unfavourable place, at an unfavourable time, and on unfavour* 
able terms. 

2. Essentials of Good Marketing. In order that the produce 

may be sold to the best advantage of the producer, several conditions 
must be present In the first place , the quality of the produce should 
be good and there should be no adulteration. Agricultural com¬ 
modities cannot be produced in a standardized form but quality can 
be assured to some extent by ‘using standard seed of uniform quality 
by adopting efficient methods of harvesting, by grading and stan¬ 
dardizing the product, and by storing it well, 

Tfae second essential of good marketing is the staying power of 
If he is hard pressed to sell all his produce immediately 
alter the harvest, the selling pressure will depress prices. It is 
necessary, therefore, that either the peasant should have enough 
reserves to meet the land revenue and his other immediate payments 
or he should be able to get cheap credit. If he has to resort to the 
money-lender the remedy may be worse than the disease. 


1# Report, Agri. Com. p. 382. 
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The third essential of good marketing is the existence of good 
meansjof communication and transport. The peasant should be 4 id 
touch with the movements of prices in the markets and he should 
have convenient access to the nearest market. If transport f icilities 
are absent, the peasant shall be forced to sell to itinerant purchasers 
or village banias at low prices. 

Finally t t there should be well-conducted markets at convenient 
distaiiceSv • These markets should be properly regulated under 
impartial supervision. If the market practices are arbitrary, the 
cultivator will lose confidence and prefer to sell his produce in his 
own village even on comparatively unfavourable terms. 

Rural marketing is a part of a wider problem. The Indian 
farmer is poor because the system of rural marketing is defective, 
but the system is defective because, above all, the farmed ii poor. 
There is thus urgent need for an all-round attack on the problems 
of rural life. 

3. The Present System, (i) Salts in villages. The propor¬ 
tion of annual produce sold differs with the individual and the 
locality. The •‘surplus” sold is greater in the cise of commercial 
crops than food crops. The more prosperous cultivators may sell a 
larger proportion of their total produc * in the end, but they will sell 
only a small quantity at harvest time. The poorer peasant sells all 
that is necessary to meet his obligations to Government and the 
money-lender even at the cost of his personal consumption. 

There is some definite information as to the proportion of pro¬ 
duce sold in the village and that taken to the market. One iuvesti- 
gatior 1 2 3 has estimated that CO per cent of wheat, 35 per cent of cotton 
and 70 per cent of oilseeds are sold in the villages or village markets 1 
in the Punjab. For U P. the respective figures are 80 per cent wheat, 
40 per cent cotton, 75 p»r cent oiUeeds. In Bihar, Orissa and Bengal 
85 per cent of oilseeds and 90 per cent of jute are sold in the 
villages. “The proportion of produce sold in the markets diminishes 
as cultivators are debt-ridden or carry on subsistence fanning in 
tiny holdings.” The proportion sold m the outside markets is much 
less when means of communication arc not adequately developed. 

The produce that is sold in the village (apart from that directly 
sold to non-agriculturist consumers in the same village) is sold to 
various middlemen through whom it ultimately reaches distant con¬ 
suming centres. These middlemen may be village banias or itinerant* 
‘ beoparis” either purchasing on their own account or as agents of 


1. Hussain —Marketing of Agricultural Produce in Northern India , p. 96. 

2. Village markets are of two types: {%) Periodical markets in rural 
are**. These can be bi-weekly or fortnightly markets where small itinerant 
de*4©rs are ablo to collect agricultural produce, (*i) Big fairs held periodically 
associated with certain religious celebrations. 

3. Itinerant middlemen go under different names in the various province* : 
Beoparis in the Punjab, Banjaras in the C. P., etc. 
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some arhtiya in a secondary town market. But where the money* 
lender has his grip over the peasant, the latter is not a free agent* 
The debtor usually has to sell it to his creditor on the latter’s terms* 
In any case when the produce is sold in the village the cultivator 
obtains much less favourable terms than he would do if he carted it 
to the market, however badly organized it may be. But to take it 
to the market he requires means of carting and good roads. 

(it) Transportation to market . “Communications are often 
extremely poor and defective, They not only add to the cost of 
transportation but also lead to the multiplication of small dealers 
and intermediaries. They also restrict markets by hindering cheap 
and rapid movement of agricultural produce.” 1 The difficulties are 
greater in hill districts where the cultivator is often at the mercy 
of the grain dealer who alone can command enough animal power to 
undertake the transport of produce. Sometimes transport alone 
absorbs 20 per cent of the price even where the wholesale dealer Js 
within a radius of 15 miles of the village. 2 

The produce is generally carried to the market in bullock or 
camel carts, or on pack animals. Different methods are used n 
different localities. River transport has declined, but is still of 
considerable importance in Bengal and Assam as well as in the ooasta 
plains of South India. In Northern India the car and pack animals 
are predominantly used. 

(n't) The market . Markets may be either organized or un¬ 
organized. The unorganized markets are more or less of a primitive 
character. r Jh re are no set customs or rules of procedure for sales 
and settlement of accounts. There are no permanent functionaries. 
They are small mandis in which there may be an arhtiya , who simply 
passes on the produce to the bigger arhtiya in the larger mandi. He 
is often financed by the latter. 

Organized markets have developed in localities where staple 
products like w beat, cotton, sugarcane and jute are largely grown. 
In such places specialization in crops has taken place and cultivation 
is governed by the prevailing prices in distant markets. This is espe¬ 
cially the case in areas where transport facilities are present. u In 
these bigger mandis the wholesale arhtiya makes his appearance and 
facilitates grain transactions. He often supplies capital to the 
village bania or beopari on the stipulation that the produce of the 
neighbourhood would reach him regularly at harvest time. He also 
acts as a commission agent of shroffs and big exporting firms in the 
cities, thus forming an indispensable link in the chain of middlemen 
between the cultivator and the shipper-buyer.” 3 

The wholesale arhtiya in the market is also known as pacca 
aihtiya . He should be distinguished from the kachha arhtiya , who 

1. Mukarjee —Economic Problems of Modern India, Vol. I, p. 295. 

2. Kunavati and Anjdrx —Indian Mural Problem, p. 35. 

3. ILid. op. ciu 
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4ict8 as a commission agent for all sellers in the countrywide, 
including cultivators, village banias and beoparis. The pacca arhiiya 
never deals directly with the cultivator-seller. In addition to the 
i(rhtiyafi t there are other intermediaries called ‘dalals” (brokers). 

The transactions in the market usually take place in the 
"following manner : u The beopari or the seller entrusts his goods to an 
*arht>ya or dalal dealing on behalf of a purchaser. Both the arhtiya s 
put their hands under a piece of cloth, and start catching one another's 
lingers The bargaining is usually m terms of annas, as there is 
generally no dispute about the rupee part of tho price. The negotia¬ 
tions go on in this secret manner till they are called off owing to 
failure at an agreement or price is settled, and then the seller is 
informed of the price agreed upon In some cases produce is sold 
by open auction. In a very few mandis there are eo-operatiye shops 
which tike the pli^e of the hrthha arhtiya. As soon as the deal is 
^effected, tho kacJiha arhtiya pays cash to the seller, though usually he 
does not get the purchase price from the buyer (pacca arhtiya) at once. 
"Through the arhfiyas the proijuee is pissed onto retailers, to mills 
and toj^xport crs. 

\4. 5 Defects ol the Present System- The main defects of the 
preserttisystem of marketing m India are : (a) Indifferent quality of 
produce. (6) Inadequate facilities of transport, (o Multiplicity of 
intermediaries, {d) Lack of storage and warehousing facilities, (e) 
Fraudulent practices m the markets. We shall now discuss these 
defects and step* taken to remedy them 

j (a) Jvdiffere?it quality of produce The Indian produce does not 
I -enjoy good reputation in foreign markets, though things have 
improved in recent years. The low quality of produce is due to 
{i) indifferently selected seed, ii natural calamitii s affecting crop 
l liko too much or too little ram, pests and diseases, etc., (m) primitive 
methods of harvesting, winch result in mixture of dirt and stones 
with grain, iiv) lack of proper storage facilities in the village, which 
1 exposes grain to rain, diit and rats, (v\ del'berate adulteration and 
‘^damping, (vi) lack of standardization and grading of produce. 

About ninety per cent of the total area in India is still under 
'inferior quality of seeds. The p oblem of pests and diseases too is 
still largely untackled. Tho methods of harvesting remain as 
defective as ever and until mechanization is introduced on a large 
scale they will remain the same. Very little has yet been dme to 
improve storage facihtn s. The cultivator cannot store produce for 
a long time, duo to his financial weakness, lienee construction of 
elaborate means of storrge does not attract him, Deterioration of 
^quality is partly due fo pure d shoncsty, but ptrlly because of low 
standards fixed for exports. The seller, therefore, reduces better 
quality products to the given standard. We have already discuss¬ 
ed the steps taken to check adulteration of cotton. Legislation on 
similar lines for other commodities should go a long way to improve 


1. Hussim- op cit., p 103. 
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quality. Measures against adulteration of food have not proved very 
effective ; moreover, they only aim at protecting the home consumer,, 

(6} Grading^and Marketing. As regards grading and standard¬ 
ization, definite work is being done since the passing of the Agri¬ 
cultural Produce (Grading and Marketing) Act of 1937. Under this 
Act, licences arc issued to reliable merchants authorizing them to grade 
agricultural produce under the close supervision of the Government 
marketing staff Such produce is then placed in the market under 
the label and seal of “AGMARK.” The schedule to the Act includes 
fruits, eggs, ghee , atta } oilseeds, vegetable oils, cotton, rice, lac, ete. 
During 1948 about Rs. 12 crores worth of produce was sold under 
the Agmark as compared with Rs 10 crores in 1947. Ghee, tobacco, 
sann hamp were the most popular. 1 

(c) Transport facilities. “In spite of the developments of the 
last half century,” wrote the Royal Agricultural Commission, “India 
must still be regarded as a backward country in respect both c f 
railway and roads. There are only 2*2 miles of railway line per 1()0 
square miles of area in India as compared with 22‘7, and 8*8 miles 
respectively in Great Britain and the TJ.S.A. Moicover the freight 
rates in India discourage the transportation of agricultural produce, 
which usually has small value with a large bulk. A moie sympathetic 
freight policy, cold stoiage facilities, and introduction of standard 
containers can improve matters considerably 

India is poor in roads, too, as compared with other countries. 
The unmet a lied roads and village tracks aie dusty and uneven in 
summer and muddy swamps m the rains. No wonder the villager 
prefers selling his produce in the village A proper co-ordination of 
road and railway services in necessary to avoid wasteful competition. 
Waterways were neglected under the Biitish. Water transport is 
cheaper and has great possibilities in India. 

(d) Marketing inttllig* nee. A beginning has been made for the 
supply of marketing news Daily maiket jirices of some commodities 
aie broadcast from A.I.R. stations, but the number of receiving 
stations is not adequate. The Maiketing Staff should collect prices 
ficm “key markets'’ and disseminate them to country markets and 
peasants. 

(e) Multiplidiy of interim diarits. There is a large number of 
iiitermediaiies between the cultivator and the consumer. We have 
sten that the beopari, kachha arhtiya , dal ah yacca arhtiya, 
Wholesaler and Retailer, all thus earn a living. There may be even 
more links in practice. Each of them gets his reward. If some of * 
these links could be eliminated, the marketing expense could be 
reduced to bern fit both the producer and the consumer. Some of 
them are clearly superfluous, e.g , the dnlal. If the cultivator takes 
the produce to the market himself the beopari can also be eliminated, 

*1 he kachha arhtiya can be displaced by the co-operative shop but 
cannot be disj ensed with. The pacca arhtiya and the wholesaler 


L Indian Ye&r Buck, 1949, p. 250. 
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«even now are frequently one person. By marketing through the 
village co-operative sales society, the consumer may be approached 
-directly. It is, however, impossible to develop co-operative market* 
ing to such an extent as to carry on the* marketing of all rural goods 
in India without the middlemen. The Agricultural Commission 
mounded a note of warning in this connection : “We deprecate easy 
generalities suggesting that every ill from which the cultivator suffers 
is traceable to the existence of hordes of rapacious and unnecessary 
middlemen. Such statements disturb confidence, while distracting 
.attention from faults in the system of marketing which are capable 
of being remedied. The most effective means of removing unnecessary 
middlemen are the provision of good roads and the establishment 
of a sufficient number of well-regulated markets easy of access to 
the cultivator/’ Prof. Mukerjee is also of the same opinion. He 
thinks that with better roads, the “arhtiya will gradually supersede 
the village beopari, carrier orbania and the shroff or the exporting 
firm will supersede the arhtiya ; or again the cultivators themselves by 
co-operative organization may abolish, as they a re doing in some 
countries in the West, entire chvin of middlemen, village buyers, bro¬ 
kers, arhtiyas as well as the urban shroffs, who are now indispensable 
in agricultural marketing.” 

(/) Storage and warehousing facilities. Due to the lack of 
financial reserves the cultivator selbs his produce within a mon'h or 
•so of harvesting it. He only keeps back what he ne nls for his f miily 
consumption or for seed. He, therefore, docs not think worth Ins 
while undertaking expenditure on expensive storage structures He 
stores grain largely in huge earthen containers, in pots and sacks, or 
underground in hhattis where water level is not high. Underground 
storage exposes the produce to white ants, rats, and dampness. 
In larger markets agricultural produce is stored in kolhns. Such 
produce may be sold several times before it is finally liken out. 
Against it (in larger rnandis) advances are offered by shroffs and 
joint stock banks. To hold stock for longer periods, the me ms of 
storage should be better than hhattis and kothas. If gram is si >red 
in godowns built on a high plinth with cement floonng and wails, 
advances from banks against the .security of stored produce will 
become more widely prevalent. Proper warehouses in important 
mandis and railway stations are essential. For such construction 
Government assistance and initiative are access try. In the villages, 
godowns may be constructed by co-operative societies for their 
members. The co-operative society can combine the function of 
marketing finance with the provision of storage facilities. 

((?) Fraudulent practices . Another defect of the present system 
is the existence of a* number of practices, even in well-organized 
markets, which defraud the cultivator-seller of a part of his sale 
price. Some of these practices are: (i) the arhtiya and the dalal 
acting for both buyer and Selkr ; (n) settlement of price under 
4iover ; (in) false weighments end [iv) a variety of charges, 

. (i) SomeageMs act both for buyers and sdlcrs getting commisffoa 
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from both sides. Under such conditions, the interests of the 
cultivator are bound to suffer. 

Hi) Settlement of price under cover . We have seen how ther 
arhtiyas negotiate the price. ^The cultivator is kept in the dark until 
the price is settled. Naturally this does not inspire confidence in 
the peasant as both the arhtiyas belong to the mandi. Moreover this 
method is open to abuses. Price should be settled openly. 

(Hi) False weighments . There is a large variety of weights 
and measures prevalent in the country. In the same market some¬ 
times two sets of weights are used, one for buying and another for 
selling. A number of Acts were passed at diffeicnt times in different 
provinces to standardize weights and measures The evil, however, 
did not disappear. A Standard of Weight Bill was passed by the 
Onttal Legislature in 1959 to enable the provinces to introduce 
uniform weights and measures prescribed by the Act. This will 
certainty lead to smoother marketing of the produce from which 
both producer and consumer are bound to benefit. Large markets 
should be equipped with weigh-bridges over which first the loaded 
and then unloaded cart of the cultivator may be p issed thus cheeking 
the weighment done in the market. This will act as a cheek on the 
malpractices in weighinent. 

(iv) Market charges. One of the greatest scandals of present- 
day marketing in India is the multiplicity of charges levied on the 
seller. The total amount of such charges for wheat varies between 
Be. 1-7-2 m Punjab 1o Bs. 3-4-1 in U. P. and Rs. 3/12,2 in C. P. 
Ihe buyer pays Be. 1/JO/3, Re, 1*2-8 and As 5/8 in the same pro¬ 
vince per hundred ru] ees. The charge is high and in almost every 
case the seller pays more than the buyer. 

These charges are the sum-total of a large number of items 
such as commission, cooliage, weighment, tips to buyer's servant and 
apprentice, charity for temple and Gaushala, etc. The seller cun 
save about 50% of these charges if he sells through the co-operative 
commission shop. Why should the seller pay to the buyer’s servant, 
his apprentice, his dalal and his charitable activities ? Superfluous 
charges should be made illegal and ether charges made uniform. 
Attempts Lave been made to achieve this object in regulated 
markets. 

The peasant has also to pay another set of charges like octroi 
duties, terminal taxes and tods. According to the Wheat Report, these 
sometimes amount to 4 or 5 p< r cent of the value of the produce. 
Ultimately the octroi duty is paid by the consumers in the form of 
enhanced prices, but in the first instance the charges come out of the 
seller's pockets which is a burden on him. The octroi duties paid^to 
the municipalities come to no less than Rs. 1*5 crores in a year. 

The Wheat Report contends that the charges levied on the 
bujer in the first instance are shifted on to the seller by forces of 
competition, through reduction in price paid,to him, “The cultivator 
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is willy-nilly compelled tQ pay for the upkeep of municipal roads 
and other amenities of the town through ootroi and similar duties. 
He also pays for educating urban children and for maintaining chari¬ 
table institutions from which he himself derives no direct benefit/’ 

{S Regulated Markets. Two reforms are usually suggested 
to safe the cultivator from the oppressions of the present system. 
One is the establishment, all over "the country, of regulated markets 
on the Berar and Bombay model, and the other is the marketing of 
produce through co-operative societies. These two proposals have 
already to some extent been put into practice. 

Regulated markets date in India from 1897 when tb© Berar 
Cotton and Grain Market Law was passed. The Agricultural Com¬ 
mission recommended establishment of similar markets for other 
areas and other commodities. Bombay modelled its Cotton Markets 
Act of 1927 on the Berar Law with some improvements. This latter 
was repealed following the enactment in 1930 of a more comprehen¬ 
sive law - the Bombay Agricultural Produce Markets Act. Similar 
laws have bten passed in Hyderabad State (1930), Madras (1933), 
Central Px'ovinoes (1935), Mysore (1939), and Punjab (1939). In 
essentials all these laws resemble each other. A few words may be 
said about tlxe Punjab Agricultural Produce Markets Act, 1939. 

The main features of thes^ Acts are as follows 

(a) A Market Committee will be set up in e toll market area to 
ensure honest dealings between buyers and sellers and administer 
the ma/ket. The Committee will represent the various interests — 
growers, e« mmission agents and traders, and will selected by the 
Government from among a panel of names submitted by the non- 
official members of the district board and by the traders in the 
market/’ 

( h) The Market Committee will standardize the various market 
practices and charges ; keep standard weights ; see that the same 
broker does not represent both buyer and seller ; and ensure fair play 
in dealings. In cases of dispute, the Committee will provide 
arbitration facilities. 

(c) The Act provides for the licensing of brokers and weighment 
and prescribes penalties for breach of law. 

This guarantee of fair play is bound to encourage the peasant 
to take his produce for sale to the market. 

Market regulation results in many benefits. For instance :— 

The cultivator can directly negotiate with buyers. Latest 
information about prices, supplies and trends can be supplied. The 
net incidence of charges is reduced. Sales are effected openly or 
by auction. Facilities like sheds for cattle, godowns, water, etc. can 
be provided from the market fund. Scales, measures and weights 
can be properly controlled. All functionaries are registered, licensed 
and controlled. Grading and standardization can be introduced^ 
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The cultivators using the market can be educated in sanitation and 
thrift, and can be persuaded to grow better crops. 

(jSjJ Co-operative Marketing. Many advantages are claimed for 
co-operative market such as more sales, better markets, stabilized 
production, controlled flow of supplies, increased bargaining power of 
growers, reduced costs, more efficient service, more finances for 
marketing and so on. Co-operative marketing has achieved great 
success in Europe and America, In India too, co-operative market¬ 
ing has progressed beyond the preliminary stages Bombay, Madras, 
West Bengal, C. P. and Coorg have established Provincial Marketing 
Federations. Paddy Sale Societies in Madras, Ghee Unions and Cane 
Marketing Societies in U. P., and Cotton Sale Societies in Bombay are 
specially noteworthy. They not only sell their members’ produce on 
commission basis, but in some cases, process the members’ produce 
and supply manures and pure seeds. Cane Marketing Societies of 
U. P. and Bihar deserve special mention. They not only protect 
their members’ interest vis-a-vis factory owners but also improve the 
quality of cane, advance funds as well as undertake welfare activities 
for the village. The Cotton Sale Societies of Bombay are also out¬ 
standing examples of co-operative success. They gin and press 
cotton for members as well as insure the produce. The total number 
of Marketing Societies in India in 1947-48 was 3,751, with a member¬ 
ship of nearly 20 lakhs and working capital of over JRs. 5§ erores. 

The expansion of co-operative marketing and the manifold 
benefits accruing have resulted in plans for it» large-scale develop¬ 
ment. The need to link together to-operative marketing, finance 
and consumers’ societies has been very much stressed. Licensed 
warehouses are recommended to enable storage of produce and 
facilitate the creation of short-term bills to finance marketing. It 
should be remembered, however, that Co-operatives Socielks cannot 
be expected to carry on all the functions of middlemen. Therefore, 
we should not try to oust them entirely but harness them usefully. 

The new marketing organization established by Government is 
doing good work in stimulating co-operative market. 

Vj) The New Marketing Organization. The Agricultural Com¬ 
mission recommended the appointment of expert marketing officers 
to cany out marketing surveys of various commodities. It was not 
fill 1934 that Mr. A. M. Livingstone could be appointed Agricultural 
Marketing Adviser to the Imperial Council of Agricultural Research* 
The Economic Conference of 1934, recommended action on the follow¬ 
ing lines : {i\ Propaganda in external markets regarding Indian pro¬ 
ducts ; (it) grading, storing and bulking of the main staple products ; 
special market organization for perishable commodities ; {Hi) supply 
of information to India’s producers of consumers’ requirements in 
India and abroad ; (tr) the planning of production on basis of 
quality and demand ; (v) the development of regulated markets ; 
{vi) market surveys for the purpose of developing a common plan 
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Idarougbout India ; and (vii) the establishment of properly organized 
future markets, commodity exchanges and warehouses. 

In 1939, the Government of India outlined a policy on the 
lines recommended by the conference to be carried out through the 
agency of a Provincial and Central Marketing staff. The central 
staff consists of one Agricultural Market Adviser, one Supervising 
"Officer for experimental grading and packing stations and a dozen and 
a half subordinate officers. The Provincial Staff include a Chief 
Marketing Officer and Assistant Marketing Officers. The work falls 
into three divisions; (t) investigation, (ii) development and (Hi) 
grading. Investigation work includes marketing surveys of important^ 
commodities, problems of regulated markets, transportation, storage? 
etc. Development work mostly depends upon the results of surveys. 
It means keeping the producer and trader in touch with consumers’ 
requirements and popularization of standard grades and containers. 
The work of grading is technical and relates to the chemical and 
physical properties of products to be graded, like oil-seeds, grains, 
fruits, etc. 

8. The New Organization’s Achievements. The new market¬ 
ing organization has done good work since its establishment, (i) 
Marketing surveys of many commodities have been accomplished 
and reports published. The chief commodities surveyed are : rice, 
wheat, limeed. groundnut, tobacco, coffee, fruits, milk, eggs, live¬ 
stock, hides and skins. 

(u) The surveys revealed the necessity for grading due to mix¬ 
ing of qualities. To this end the Agricultural Produce (Grading and 
Marketing) Act was passed in February, 3937. As a result of grading, 
all goods, especially perishable goods, secure better prices than 
before. 

(Hi) Progress has also been made with respect to standardiza¬ 
tion of contract terms (for white wheat, linseed and groundnut) thus 
widening their marketing field. 

(w) Finally, arrangements have been made for a market news 
service. This is done by weekly broadcasts from A.I.R. regarding 
prices, stocks and movements of certain staple commodities. Daily 
closingrates are also broadcast in the rural programme. 

(9 -! Stabilization of Agricultural Prices. No amount of im¬ 
provements in the market'ng organizations can, however, help 
the Jultivator unless he is ensured remunerative prices for his pro¬ 
ducts. Stabilization prevents extreme fluctuations such as have 
occurred during the last two decades—extremely low prices during 
the depression and very high prices during the war. It assures the 
agricultural producer a better standard of living than he enjoyed 
before the war and provides an incentive for improved agricultural 
production. 

The necessity of price stabilization of agricultural commodities 
itas been recognized by the United Nations Organization and schemes 
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of commodity agreements to this end are a part of the International* 
Trade Organization. 

The Bengal Famine Commission also recommended price 
stabilization. In their view “the hard core of the problem of stabili¬ 
zation of agricultural prices generally is the stabilization of the price 
of rice and wheat.” 1 This is because (i) 80% of the land in India 
is under food crops and almost half of the land under food crops is 
under rice and wheat alone, [ii) Food prices generally represent the 
most important element in the cost of living of the non-agricultural 
masses. The following steps arc necessary to stabilize prices : 

^ (i) Determination of the level at which the prices of particular 

commodities have to be stabilized. This level is usually a range 
between selected maximum and minimum levels. The level- selected' 
should be fair both to the producer and to the consumer. 

(ii) Maintenance of stocks by the Government. Stocks may 
be procured through ordinary trade channels or by Government 
employees directly but they should be enough to enable the Govern¬ 
ment to supply the commodity to the market at the minimum price 
fixed. 

(in) The Government should maintain the price within the 
fixed range by buying and selling the commodity at maximum and 
minimum prices respectively as the need may arise. Private trading 
should be permitted only within this range. 

If the price tends to fall below the fixed minimum it should be 
pushed up by (a) stimulating exports or ( b ) by Government pur¬ 
chases. If the pi ice tends to rise above the maximum the Govern¬ 
ment should (a) prohibit exports and (h) release their own stocks at 
prices lower than the maximum. 

For success, the policy of price stabilisation should be under 
the control and direction of the Central Government. 


3 . Fi®al Report, p. 29 9. 



CHAPTER XII 

* RURAL FINANCE AND INDEBTEDNESS 

1. Introduction. Sir F. Nicholson wrote in hi*y foxaqur 
Report on Land and Agricultural Banks in 1895 : “The lesson of* 
uhiversaT history is that an essentia) of agriculture is credit. Neither 
the condition of the country* noi the nature of the land tenure, nor 
the position of agriculture affects the one great fact, that the agri- 
cultxirist must borrow/’ Every modern business is run on credit*. 
Agriculture, however, gi\es rise to peculiarly urgent problems of 
finance because of its uncertainties, its small unit of production, 
scattered nature of its operation and the conservative character of 
the peasants. These chat act eristics are more prominent in India 
due to the illiteracy of the ) easarif, and his lack of forethought. 
The problem of rural finance in India is, therefore, primarily the 
problem of getting rid of “indebtedness.” In addition the cultivato r 
needs money to make improvements in land, replace implements ap d 
p urehase seeds, manures, and catti c Actually the capital invested 
in his farm is very small 1 . Most of his indebtedness is due to un - 
p roductive* cxp<nditure in the fast , ifnproductive expenditure is 
not neVes^rily unjustifiabTe hut if is unproductive all the same. 
Money be rrowed for purely picduetivc purposes dees not in the long 
run lead to indebtedness. The problem of rural finance, therefore* 
must 1 e faced from three points of view : 

(a) Reduction and, if possible, diminution of the existing 
burden of debt, *b) discouragement of future unproductive borrow¬ 
ing, and (r) encouragement of productive borrowing. 

Our study therefore will fellow three lines of investigation : 

(?) The needs of the peasant for credit and how these have* 
been met so far ; (ii) the causes of indebtedness and its magnitude ; 
(fit) nmed es adopted so far and future programme. 

2 Legitimate Needs of the Peasant for Credit. The peasant 
requires three types of credit to carry on cultivation :— 

(a) Long-term credit lor permanent improvements like the con¬ 
struction of wells, tanks, bunds and embankments, digging of 
channels to divert water, terracing of hill-sides, clearing of jungles, 
drainage, reclamation, fencing, etc. The larger irrigation works axe 
constructed by the State. Money required for minor works is pro¬ 
vided by the cultivator himself or from funds raised by borrowing, but 

I- houghiy Kd. 30 per acre is considered sufficien capital in the Punjab 
— a comparatively pro* parous province tn Agriculture, £16 is required ijtt 
Britain s Trevaskis TU Punjab Today , Vol. II, p. 323, 

f 2. According to the Provincial Banking Enquiry Committee, 70 par cent 

| of the debt m the United Provinces, Bengal and Bombay and 60 per cent im 
(i Madras were contracted for unproductive purposes. 
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the State encourages such improvements by subsidiesand loans at low 
•rates of interest 1 

(b) Intermediate Credit is required for the purchase of expensive 

implements, cattle and erection of buildings. * 

(c) Short-term credit. In addition* the agriculturist requires 
money for financing his current requirements, like seed, fertilizers, 
feeding-stuff, etc. 

3. Agencies of Finance. To-day the agriculturist is financed 
by 

* ,(i) The village money-lender, 

(ii) The indigenous banker acting through intermediaries, 

(Hi) Commercial or joint stock banks providing financo directly 
through intermediaries. 

(tv) The Government, 

^(v) Co-operative Credit Societies, 

(vi) Land Mortgage Banks. 2 

We shall discuss here the activities of the money lender and 
the resultant acute problem of agricultural indebtedness and the stops 
taken by the Government to finance the firmer and to remedy the 
evil, leaving co-operative credit to be dealt with in the next chapter. 

(/) Qovirnnnnt as Financial Agency . Attention may bo drawn 
to two Acts which were passed during the 19th century under whidi 
credit is supplied by the Government to the agriculturist. They are : 

1. Land Improvement Act of 1883 which provides for supply 
of long-term credit for permanent improvements on land like wells 
and embankments. 

2. Agriculturists’ Loans Act of 1884, under which short-term 
loans are given foi agricultural needs like purchase of seed, imple¬ 
ments, manure and cattle. These loans have greatly helped the 
agriculturists, especially during periods of calamities, like famines. 

The scope of these measures, however, is limited. The Central 
Banking Enquiry Committee gave figures to show “the very insigni¬ 
ficant part played by the Government in supplying rural finance.’^ 

The taccavi loans —as the loans given under these Acts are 
popularly called—have not been very popular for several leasons. 
; In the first place , they are given only for specific purposes while the 
money-lender gives Joan for any purpose. The cultivator prefers 


1* Agricultural Commission Report, p. 416. 

2. Land mortgage banks may be organized on the Co-operative or the 
joint stock principles. 

| 3. On the average about Rs. 95 lakhs are granted every year : Rs. 85j 

lak hs under the Land improvements Act and Rs. 60 lakhs under the Agriculture! 
•Loans. (Nanavati and Anjarnt—op. cifc., p, 170). 



RURAL FINANCE AND INDEBTEDNESS 


l&T 


the latter unless he is very hard-pressed, Secondly, the loans are \ 
secured after a good deal of delay and only after some subordinate 
officials have been bribed. Thirdly , the method of collection is too * 
rigid. Finally , the facilities available and the procedure to be 

followed are not familiar to the peasant. 

Tt has, therefore, been suggested that these loans should be 
liberalized and corruption and delay removed. After the partition 
the Central and State Governments have adopted a very liberal policy 
in regard to loans and subsidies for land reclamation, chemical ferti¬ 
lizers, wells and tools and implements. We shall discuss the details 
later. An Agricu ltural Financ e, Corporatiojt,_m^ the lines of the 
Industrial Fina nce Corporation has also been suggested. 

(ei) The Village Money-lender. By far the most important 
source of agricultural credit is the village money-lender, of whom 
there are two classes. The more common is the professional money¬ 
lender who is also a trader. On the basis of 1931 census there were 
between 2$ and 3 million such money-lenders in India. The other is 
the* non-professional money-lender who is in most cases a landlord. 
Due to restrictive legislation against the former the latter is becoming 
prominent in some provinces. 

A hundred years back the money*lender was very useful. He 
lent money but the traditional rule of Damdupat did not allow him 
to receive back more than double the sum Wt. There was no 
question of attaching land, houses or cattle tor failure to repay 
loans Since the advent of the British and their civil law the 
nionej-lend(r has been exploring the peasant and appropriating 
his land. 

' The village money-lender is an indispensable fcaturb of Indian 
rural economy. His popularity is due to various reasons As was 
pointed out by the Central Banking Enquiry Committee, “He is 
easily accessible. His methods of business are simple and elastic. 

I He maintains a close personal contact with the borrower, often, 
having hereditary relations with his family. His local knowledge 
cand experience and his presence on the spot enable him to accommo- 
{date persons without tangible assets and yet protect himself against 
Josses.” He not only supplies funds for agricultural purposes but 
[also for domestic needs, “Thus he supplies credit for productive 
as well as unproductive purposes, for short-term as well as 
long-term needs. “The money-lender,” wrote the Royal Com¬ 
mission on Agriculture, 4 recognizes no distinction between the 
capital required to finance an industxy and the money needed for 
ordinary household expenditure. Everything goes down in a com¬ 
mon account.” 1 This indiscriminate lending besides resulting in 
impiovidence, leads to other evils, which, according to Bengal 
Commission, are that “the rates are still high in many parts of the 
country ; secondly, that the professional money-lender tends to abuse 

1. Agricultural Commission Report, p, 417, 
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his influence over the debtor, particularly in order to secure posses* 
^eion of the latter's saleable produce at a low price, and similarly the 
non-professional money-lender often advances money with a view to 
-eventual acquisition of the "debtors' land." 1 

There are various malpractices associated with private money- 
lending even though they are less common today. “The money¬ 
lenders obtain bonds on false pretences : enter in them sums larger 
than agreed upon ; deduct extortionate premiums ; give no receipt 
for payments and then deny them ; credit produce at fraudulent 
jprices ; retain liquidated bonds for sums not advanced ; charge 
interest unstipulated for, and commit a score of other rogueries 
—these are facts proved by evidence." 2 

The defects of the system are not wholly due to the avarice of 
the lender. It has endured in spite of its defects. That the money¬ 
lender has not been eliminated shows that Indian rural economy in 
its present organization cannot do without him. “ We think it in- 
-evitable," writes the Bengal Famine Commission, ‘That the private 
money-lender will continue, for a long time to come, to be the main 
agency for the distribution of rural credit. Policy in relation to 
rural credit must be based on the acceptance of this fact, as well as 
on the recognition of the need for improving the system," 3 


4. Magnitude of Rural Indebtedness. Estimates have been 
made on the basis of local enquiries from time to time as to the 
extent of agricultural indebtedness m India. One of the earliest 
enquiries was m 1875 by the Deccan Kyots Commission in Bombay.! 


ommisston lounu tnat a oi occupancy rvots were involved, m 


debt which was about 18 times the revenue a 


expressed the view that 


ommissio 


asis, in 1911, Sir Kdwan 


iBBffiLartWHWiMiaa 


The next importan enquiry was that of Sir M, L, Darling . 
He based his calculations on data relating to 50,308 members of 
2,106 co-operative societies in the Punjab in J 918-19 . He concluded 
that the total agricultural’ debt ot the"province was Rs 90 erore% 
that it averaged Rs. 31 per cultivated acre and Rs. 76 per agricul¬ 
turist and that it was at least 19 times the land revenue demand. 


The average debt per indebted proprietor was Rs. 463, but per 
indebted tenant it was only Rs. 150. On the basis of the Punjab 
figures, Mr. Darling calculated that the total agricultural debt of 
British India (including Burma) was not less than Rs. 600 crores. 4 


1. Final Report op. oifc., p 29 J. 

2 & 3. Bengal Famine Commission Report, p, 294, 

4. Darling— Punjab Peasant in Prosperity and Debt , pp. 20-21, 
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Authoritative estimates made by the various Provincial Bank- 
i ng Enquiry Committees in 1930 are tabulated below 


Province 

Total debt 

Average per 

Vakeof 



agriculturist 

principal cr< 
1926-29, 


Crores 

Us. 

Us. Crores 

Madras 

... 150 

50 

lh0'7 

Bombay 

... 81 

49 

120 5 

Bengal 

... 100 

31 

232-5 

U. P. 

... 124 

36 

140-5 

C. P. 

... 36 

30 

66*7 

Punjab 

... 135 

92 

76*7 

Bihar and Orissa 

... 155 

31 

133*7 

Assam 

... _2j! 

31 


Total 

... b03 


Coo'd 


In the Punjab, debtia Jim..Jmrheit per agriculturist and is 
.almost ^oufe principalcropT orT^ 6f 1925^28 

p ncosT During the depression m the ? tiiifn^ feir^TlaSout 

50 per cent. Hence the burden of rural debt in India, even assum¬ 
ing that no new debt was incurred, must have doubled. Dr. 
Mukherjrc estim ated it tn ha ka 1 1/200 crouM in 1935 and Mr E.^jST 
Mainam *h 1 estimatll_4)ijJL its. 1,800 ci ores . According to Dr" 

f > . J. Thomas 2 even by_ 19jl3. tlie real burden must have reached 
KsT 2 t 2O0 cro'reT' IiTn^ of agricultural^products 

have greatlyaSvancod. This rise in pi ices has nustly benefited the 
bigger landlords who have surpluses to sell. The ordinary peasant 
has not gained much. The Bengal Famine Commission concluded in 
1945 that small holders as a class had not gained materially. Of 
course those who supplemented their income by other forms of 
labour benefited more as wages were high. Only extended enquiries 
eould give a full picture of the total effects of high prices on rural 
indebtedness, 8 but the Reserve Bank holds that “the agricultural 
•debtors were enabled to pay off their debts either out of their in¬ 
creased incomes or by the sale of a part of their lands...Thus Hot 
only were the overdues due to the banks and societies rapidly paid, 
but there were even instances of advance repayments in many pro¬ 
vinces.’* 4 It may than be concluded that today (1950) the agricul¬ 
turist is generally out of debt and has money in hand which he is in 
a position to usefully invest if he is provided with requisite banking 
facilities. 

It is, however, not so much the amount of debt that is so 
serious as the fact that most of this was incurred for unproductive 

1- ‘‘Essentials of Rural Developmsnt”—Paper contributed to lha World 
Go-operators’ Conference, 1938, p. 23. 

2. Economic Problems of Modem India , op. cit., p. 176. 

3. Final Report, p. 300. 

4. Review of tbe Co*oper;tiv© M ovement, 1939*46, op. cit., p. 29, 
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purposes. According to Banking Enquiry Committees, the percent*. I 
age of unproductive debt to total debt in various provinces was from * 
60 to 70. According to Darling, only 5 per cent of the debt* in the * 
Punjab was incurred for land improvement. J 

l ( 5* Causes of Indebtedness. A debt calls for borrowers with 
need to borrow and security to offer and lenders with capital and 

* willingness to lend. The willingness to lend depends upon (t) the 
security offered by the borrower and <n) the existence of law and 

* courts to which recourse may be had to realize the debt. 

Though the peasant has always borrowed yet his indebtedness 
was not a serious problem before the British rule. This was because 
(a) there w r as little capital to lend, (b) there w r as little surplus from 
which a loan could be repaid, (c) there was practically no security 
to offef^and (d) there were no sure moans of enforcing recovery. 

The advent of Biitish rule changed all this* “The land far 
from being a burden entailing the satisfaction of a crushing State 
demand, became a valuable property ; improved communications 
opened up markets for the sale of surplus produce ; .. property of 
all kinds rose rapidly in value. Further the introduction of fixed 
laws and the general security following on the enforcement of order, 
rendered tlie land available as the ultimate security for loans. 
Another factor of great importance was the growth of a money 
economy and the increase of wealth as trade developed.” 1 The new 
forces put the peasant entirely at the mercy of the money-lender, 
“By 1880,” wrote Darling about the Punjab, “the unequal fight 
between the peasant-proprietor and the money-lender had ended in 
a crushing victory for the latter... For the next thirty years 
the money-lender was at the zenith and multiplied and prospered 
exceedingly.” 2 

Thus British rule increased the opportunities for borrowing apd 
lending. The need to borrow increased with the increased pressure 
on land. This need is not always economic. There are social needa 
too.- These coupled with the peasant's extravagant habits have 
contributed to make the burden of debt more serious. We may now 
summarize the cause of indebtedness of the peasant. There are 
seven main reasons :— 

1. The peasant has to borrow to carry on. His holding is an 
uneconomic unit. It is split up in fragments. More often than not 
he is at the mercy of Nature. Droughts and floods do not allow him 
to reap the reward of his labours. He has very few implements and 
these are of a poor quality. He cannot afford to buy chemical 
manures. He must borrow to meet all these needs. 

2. His cattle are mere bags of skin and bone. There is not 
enough food for them. They die from drought and disease. As the 


1, Calvert, op <at.,p, 24 H, 

2. Daring —The Punjab Peasant in Prosperity and Debt, p. 280# 
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3. The peasants’ improvident habits are greatly aggravated 
by insecurity of crops. He is also fond of expensive litigation 
which often ruins him. Mr. Tarlok Singh carried out an enquiry in 
38 representative villages in Hoshiarpur district of East Punjab in 
1938 and found that out of every seven families two were engaged 
directly in litigation. 1 

4. The peasants’ extravagant expenditure upon marriage and 
other domestic ceremonies is often an important item in his total 
debt. 

5. The vicious system of business of the money-lender does 
not allow the peasant to escape his clutches once he is in them. In 
fact the peasant starts his career with a heavy burden of debt which 
he passes on to his successors witli some increase. 

6. The inflated values of land and its produce tempt the 
peasant to borrow and the batty a to lend. 

7. Lind revenue is quite a heavy sum for the small holder to 
pay. He h is no cash resources and is often compelled to borrow to 
pay Government revenue, even though it averages only about Rs. 2 
per acre. 

Mr. Thorburn found in 18 90 that 12 per cent of the debt was 
borrowed to pay land revenue m the area of his enquiry in the 
Punjab. Punjab Co-operative Societies’ reports show that about 
15 per cent of the money was advanced for land revenue payment. 
Sir T. Hope, a Bombay Revenue Officer, declared in 1879 that “to 
our revenue system must in candour be ascribed some share in the 
indebtedness of the ryot.”* A commission reporting in 1892 on the 
Deccan Agriculturists Relief Act wrote : “The rigidity of the present 
(land revenue) system is one of the main causes which lead the ryot 
of the Deccan into fresh debt.” 3 Mr. Calvert is of the view that in 
the Punjab, in the earlier days of British administration when 
land revenue was rigidly fixed and realized, it was a reason which 
induced the cultivator to borrow. Although “successive steps have 
been taken to tender the system more elastic,” 4 it is still open to 
criticism. 

W$, may, therefore, conclude that the land revenue system in 
India is one of the causes of indebtedness, though it may not be one 
of the most important ones. 

Results of Indebtedness. Money borrowed for productive 
purposes results in increased prosperity. Used for unproductive 
purposes, as most agricultural loans are, a loan is a curse, an ever- 

X. Poverty and Social Change, by T. Muagh, l.C.iS., p, 174, 175 F.N. 

2. Ibid, p. 251. 

3$. Quoted by Palrre Dutfc, op. cit.» p. 206. 

4 * Calvert, op. cii., p. 258. 
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j increasing burden, a permanent incubus and leads to all kinds of 
evil consequences, economic, social and moral, 

( i) Economic Consequences. Indebtedness leads to agricultural 
inefficiency. When the cultivator finds that his additional efforts 
merely fill the pockets of his creditor, he loses all interest ir improv¬ 
ing his position. Productivity of land thus decreases. If indebtedness 
results in mortgage and sale of land, as it has done in all parts of 
the country, 1 2 it means an increase in tenant cultivators and landless 
labourers. In the marketing of his produce also the peasant suffers 
if he is a debtor. He has to sell his produce to his creditor on the 
latter’s terms. This means not only lower monetary returns, but it 
also acts as a barrier in the way of improved marketing methods. 
No agricultural progress is possible for an indebted peasantry. 

(n) Social Consequences Due to clash of interests friction 
arises between the creditor and debtor classes. The increase of a 
landless class with no avenues of employment creates social discon¬ 
tent and political agitation. Communism finds a fertile ground in 
such conditions. Statistics show that landless labourers are on the 
increase in India. In 1921 they were 291 for every 1,000 ordinary 
cultivators, in 1931 {heir number increased to 407. 

(in) Moral Consequences . These are the worst. The cultivator 
loses his ancestral property and in many cases, his economic freedom. 
In certain provinces cases of such servitude exist. In Bihar and 
Orissa the Kamiauti* agreements and in Madras the Pannaiyal system 
have created conditions of practical servitude for labourers. Bays 
l Prof. P.J. Thomas, “A labourer borrows a small sum of money to 
l celebrate a wedding or funeral, but in return he has to work for the 
v lender, receiving a bare pittance for his livelihood. He can never 
save up the amount needed, and the transaction becomes an in¬ 
denture for life.” 3 A similar system prevails in C.P. 

(7. Measures of Relief. The problem can be attacked from 
two Angles—settlement of old debts and control over new borrowing. 

(1) Settlement of Old Debts . It is obvious that unless the 
burden of existing debt (mostly ancestral) is reduced, there is no 
hope of any agricultural advancement. One remedy is to declare 
the debtor insolvent where his assets fall short of his liabilities. 
“No one desires to see a wholesale resort to insolvency,” wrote the 
Royal Agricultural Commission, “and no one, we trust, desires to 
witness a continuation of a system under which innumerable people 
are born in debt, live in debt and die in debt, passing on their burden 


1. Id Bombay the agriculturists lost nearly 5 million acres of land to the 
non-agricultumts between 1926 and 1937. This m illustrative of the tendency 
ip all provinces. That is why land alienation laws had to be passed, 

2. Ktuniauti agreements were de< lared illegal by an Act in 1920. “But it 
would appear/' wrote the Agricultural Commisaidn, “that the Karoia is too poor 
to set the law in motion and that the Act has proved ineffective/' (p. 435). 

3. Mukherjee —Economic Problem* of Modern India* Vol. I, p. 172* 
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to those who follow,” 1 The Central Banking Enquiry Committee 
♦agreed with this view. In some provinces legislation has been passed 
in recent years permitting declaration of insolvency under certain 
♦conditions and in others moratoriums and liquidation, scaling down 
and conciliation of debts. We shall discuss them one by one. 

(a) Moratorium . A moratorium’ implies staying of proceedings 
an courts with regard to'fhe recovery of debts. Grant of moratorium 
was one of the earliest measures taken by provincial Governments 
to protect the agriculturist debtors during the depression. The idea 
was to prevent a rush of suits and a wholesale execution of decrees. 
Such measures to stay execution of decrees on debtors’ properties 
and to prohibit evictions by landlords were adopted in U. P. in 1932, 
in C. P. in 1934 and in Bombay in 1938. In other provinces, too. 
Debt Relief Acts provide for staying proceedings in suits and decrees, 
if debtors apply for conciliation of debts. This means an indirect 
moratorium in respect of loans. 

(b) Compulsory scaling cloum or liquidation . Such measures are 
contained in the Madras AgricuHurists' Relief Act (1938) ; C. P. and 
Berar Relief of Indebtedness Act (1939) ; the Bombav Agriculturist 
Debtors’ Relief Act (1939) and the U. P. Agriculturist Debt Redemp¬ 
tion Act (1939). Some Indian States like Bhavnagar, Mysore and 
Travancore have also adopted similar measures. 

The main objects of these Acts were : 

(i) Reduction of outstanding debts so as not to exceed twice 
the principal, less all payments received by the creditor. 

(ii) Reduction of arrears of interest on debts. 

(tit) Fixing of the rate of interest for subsequent years. 

The central ideas of the above legislative measures arc as below. 

The Madras Act was the most radical. It wiped out all arrears 
of interest outstanding on October 1, 1937 ; only the principal had 
to be paid. In future debts the rule of damdupat 2 was to be applied. 
The maximum rate of interest was fixed at per cent. 

The C. P. and Berar Act provided for Debt Relief .Courts and 
gave graded relief to the debtor based on the estimated fall m the 
value of land in respect of the principal of the debt. 

The Bombay Act provided compulsory scaling down of agricul¬ 
turists’debts through Debt Adjustment Boards working under CiviP 
Courts. The reduced debt is to be paid by easy instalments. 

According to the U. P. Act, the creditor is to be paid not mors 
than twice the amount of the principal borrowed, minus alt the 
payments received by him from the debtor in the past. 


1. Report, pp. 440-41. 

2. Under this principle the total liability of the debtor ia not allowed te 
exceed double the sum borrowed. 
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(c) Debt Conciliation Legislation . Conciliation involves volun¬ 
tary settlement between the debtor and the creditor, with the help of 
special Conciliation Boards. Legislation in this connection is largely 
based on the recommendations of the Central Banking Enquiry 
Committee and was necessitated by the disastrous fall in agricultural 
prices during the Depression in the ’thirties. The lead was given in 
this type of legislation by C, P. in 1933 This was followed by the 
Punjab (Belief of Indebtedness Act, 1934), Bengal (Agricultural 
Debtois’ Act, 1935), Assam (Debt Conciliation Act, 1935), and Madras 
(Debt Conciliation Act, 1936). 

Though differing in details all these measures have some com¬ 
mon features. They all provide for the establishment of Debt 
Conciliation Boards of 3 to 9 members representing debtors and 
creditors. The chairman is a Government officer. Co-operative 
debts are excluded, but they can be included in 0. P and Madras 
with the approval of Registrars of Co-operative Societies. A debtor 
or any of his creditois may apply to the Board for settlement of 
debts. Notice is then issued to every creditor to submit a statement 
of debts owed by the debtor in question. The parties then explain 
their case. In Punjab and Assam lawyers are allowed, in (IP. 
they are not. The Board can only apply persuasion except in Bengal 
wheie the Board can use compulsion if necessary. After a settlement 
is reached, it is signed by the Board and registered. Instalments 
are then fixed with due regard to the paying capacity of the debtor 
ranging ovtr a period of 15 to 20 years. As a result of the scal¬ 
ing down of debts and higher pjices of agricultural goods, advance 
payments of loans became a common feature during war years and 
after. Many defects ha\e been, however, discovered in the working 
of these Acts. They exclude certain classes of debts like rent debts, 
co-operative debts, trade debts, etc. Illiterate debtors sometimes 
fail to give the names of all tluir creditors to whom notice cannot 
be sent. Then there are fraudulent practices like false transfers 
and bogus mortgage deeds which hamper settlement. There is no 
provision in most Acts for settling debts of individual debtors in 
case of joint debts unless all the debtors apply. Members of the 
Boards are sometimes corrupt and inefficient. Such defects should 
be eradicated. 

Repayment of the conciliated debts is the crux of the whole 
problem. It is necessary, therefore, to devise suitable modes of 
payment. Government is not in a position to shoulder the responsi- 
bility. Refudiaticn of debts is morally wrong. Land Mortgage 
Banks run on co operative lines seem to i>e the best agency for this 
purpose, l^ch banks aro doing good w r ork in C.P., Madras, Mysore 
and Bombay, 'through conciliation, debts have been considerably 
reduced in the Central Provinces, the Punjab, Bengal and Assam. 

(2) Control of New Borrowing. Tho second approach to the 
problem of indebtedness is the creation of conditions under whiTi 
unproductive borrowing is discouraged. This means that * the * 
Wnww should develop a sense of responsibility and foresight. This 



be ‘done through intensive propaganda and spread of primly 
education. Village Panchayats can do a great deal in this connection. 

But mere permission of this kind may take long to produce 
'results* The peasant must be saved from himself. This can 
: be accomplished partly by measures to limit his credit. We have 
seen that borrowing increased after land became valuable, and 
^offered greater security to the lender. Credit can be reduced, 
therefore, by putting limitations on the transfer of rights in land. 
.Besides, the temptation of the money-lender to lend can be reduced 
by restricting his power to attach peas infc’s property or getting 
him arrested. In addition, his system of lending can be so regulated 
as to make fraudulent practices impossible. This can be done if ib 
is ensured that the money-lender maintains proper accounts, ke.'ps 
the debtor inform )d of his liabilities, does not charge above a fiaml 
maximum rate of interest, and takes out a licence to do lending 
business. Such measures have been introduced in various provinces 
and if they are properly enforced, b growing for unproductive 
purpose will be definitely discouraged. 

8. New Agencies for Rural Credit 1 . The cultivator is in 
•debt as his income is low. Being in debt his credit is poor, hence 
the rate of interest is high. Low income, heavy debt, dear credit, 
are a chain of cause and effect Dear credit means low income and 
again the vicious circle starts. The crux of the problem is how t6 
improve the peasant’s income and it must be tackled from all the 
various angles. One of these is cheaper credit. On analysis we find 
that the peasant’s needs are long term, intermediate and short-term 
credit. Lmg-term credit is needed for permanent improvements, 
for purchase of more land or paying off old debts. Twenty to thirty 
years is the usual petiod 8hort4erm credit is meant to provide 
seeds and manures, to tide over temporary difficulties or to market 
crops. Such loans are seasonal in character and are not needed for 
more than 0 to 9 mon Jis. Tne duration of intermediate credit is 
2 to 4 years. It is utilized mainly for consumption purposes but it 
is also used for purchase of cattle and implements. The distinction 
between short-term and long-term credit is gaining recognition in 
India, For lack of it many co-oporativcs failed in the p ist, because 
they did not realize the need for lending money for short periods 
only. They wrongly followed the policy of borrowing short and 
lending long and came to grief 

In "a country of small holdings intensive cultivation is impera¬ 
tive. This calls for investment of much capital* “What we need 
most in the field of credit today is, so to say, a system for better 
financial irrigation.’' Money is always cheaper in bigger centres 
than in villages as more funds are available there. .Rural areas 
have not benefited from growth of modern banking in India arid are 
starving for want of capital. Anti-money-lending legislation has 

l. For a fuller treatment the reader id referred to the X, P* C. Report 
on Rural Marketing and Finance. 
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also resulted in an exodus of funds from village to town and, thus*, 
worsened the situation. 

The Government of India could borrow funds and utilize them* 
for long-term investment in agriculture Land Mortgage Banks 
could be entrusted with this task. Loans could be granted to cultiva¬ 
tors for repayment of debts to money-lenders or for investment in 
land. Measures could be adopted to insuie that these loans were 
utilized for the purpose for which they were granted. This policy 
would lead to a direct transfer of funds from urban to rural areas. 

The heavy imports of food grains and big deficits in trad© have 
compelled the Government in post partition years to embark on a 
vast programme of agricultural production. The fulfilment of this 
programme depends on provision of adequate finances. The Central 
Government is giving assistance in the form of loans, and grants to 
States Governments who then extend it to individual companies 
and Societies This is sound policy ns agriculture is a provincial 
subfeet and States Governments are in a better position to judge the 
needs of individuals. Thus in 1948-49 over Rs. 4 crores were sanction¬ 
ed for the purpose. The States Governments are grant ing credit 
liberally out of their own resources as well. 

Another suitable device would be to persuade Joint Stock 
Banks to supply cheap money to the peasant. These banks have 
been opening branches all over the country during war years. This 
is to the good, but to supply credit to the rural areas these branches 
should be as cheap as a village money-lender’s business Branches 
of English books in the countryside have no more staff than a 
manager and a clerk -cum peon. Secondly, efficient credit instru¬ 
ments which would be aeeepta) le to the commenial hanks and 
^discountable at the Reserve Bank should be created. Railway 
receipts and warehouse could document these bills. 

Difficulties inherent m the Resei ve Bank of India Act itself 
which stand in the way of creation of these bills should be removed 
and the discount policy of the Bank liberalized to meet the needs 
of rural finance. At the same time the possibilities of creating some 
new agencies outside the present Lame-work of co-operative credit 
may be considered. They are :— 

(a) A better type of Land Mortgage Bank with more State aid. 

(b) A State bank or an Agricultural Finance Corporation for 

advancing long-term agricultural loans. 

(r) Grain banks. 

[d) Thrift institutions of the type of Trustee Savings Banks in 

U.K. 

The Government of India have realized the urgency of the 
situation and have appointed a Rural Banking Enquiry Committee 
(1949) to suggest ways and means to provide banking amenities 
in rural areas both to mop up loose funds and also to help that 
farmer with needed finance. 
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The Agricultural Finance Sub-committee of the Government of 
India, also known as the Gadgil Commission, recommend the estab¬ 
lishment of an autonomous Agricultural Credit Corporation by the 
State, working under its gem ral supervision and substantially aided 
by it. The Agrarian Reforms Committee, however, want all in¬ 
stitutional credit facilities, short-term and long-term, to be organised 
through co-operative societies and land mortgage banks already in 
existence. They suggest that the co-operative movement should be 
re-organised to take up the ‘‘all-important and gigantic task of 
extending cheap and prompt finance to the agriculturists”, That 
co-operative credit could not successfully compete with the money¬ 
lender in tho past was due to its “tardy character”. The Nanavati 
jCommittee on Agricultural Credit Organisation appointed by the 
Bombay Government made a detailed enquiry into this question and 
suggested that delay should be minimized in disposing of loan appli¬ 
cations through the following devices :— 

(?) Borrowing limits for each member and society to be fixed 
each year. 

(it) Good societies to be allowed not only < ash credit arrange¬ 
ments with their financing institutions but also to keep some ia 

hand for making quick loans. 

(Hi) The Madras system of “continuity mortgage bonds” should 
be adopted elsewhere, 

(?e) The system of running credit to individuals may be 
adopted. 

In fact the objective is to make every effort to raise loca\ 
deposits and give prompt credit facilities, sc that the credit society 
may function as a real bank and a quick and timely aid to the 
cultivator, 

9. Restrictions on the Borrower. The most important of 
these arc restrictions on the transfer of land through legislation. An 
outstanding example is the Punjab Land Alienation Act ot 1901, 
amended in 1907 and again m 1938. A similar Act was passed for 
JBundelkhaiul (U. P.) in 1003. Restrictions on the alienation of land 
by aboriginal tribes exist in C P. and Bombay. 

The Punjab Act led to a great controversy which is still not 
entirely dead. “In accordance with its provisions,” in the words ot 
the Agricultural Commission, “the chief ancestral cultivating classes 
have been notified as falling within the restrictions imposed. Mem¬ 
bers of the Notified Tribes are grouped by districts and within such, 
groups alienations are left free, subject to the ordinary customary 
law of the tribe ; sales and mortgages by members of a groupto 
any one not such a member are restricted by the Act 1 The 
Commission found ihht the Act had achieved its main object of 
restricting the transfer of agricultural land from agricultural to 
non-agricultural classes. _ 

b JKeport, p, 4*0, 
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The opponents of the Act predicted many evil consequences, 
*‘Tfce value of land would depreciate, the provisions jof the Act 
would be evaded, the money-lenders’ trade would become impossible 
and the borrower would be pinched, In point of fact all these 
gloomy prognostications proved groundless/' 1 Some evasion, how¬ 
ever, took place through benami transactions by which transfers 
were nominally made in favour of an agriculturist while the real 
benefit was received by the non-agriculturist money-lender on 
exactly the same footing as the non-agriculturist money-lender. 
Land now cannot be transferred to either in payment of debt. 

The most common criticisms of the Act are : ( i ) Before the 
partition of the Punjab and cross-migration of populations from 
East to West Punjab and back, it was claimed that it was a com* 
munal measure meant to help the Muslim against the Hindu. That 
argument has no force now. 

\ (it) It has failed in its real object as it has merely changed 

1 masters for the poor agricuhuxist. Now the agriculturist money¬ 
lender (in place of the non-agriculturist one) is buying up his land 
and reducing him to the status of a tenant. It is said in reply that 
the Act was never intended to stop all transfers of land Transfers 
1 of uneconomic holdings to form economic ones would be beneficial. 
Moreover, inquiries mto sales do not show that large owners are 
buying up small owners to any appreciable extent. Finally, the 
amendment of 1938 puts the agriculturist money-lender on the same 
footing as the non-agriculturist one. 

(in) It prevents urban capitalist classes from investing money 
in agriculture, thus retarding progress. “In Germany/* says Darling, 
“rural movements owe much to men who were not agriculturists.”* 
The Punjab experience is different. Here the non-agriculturist 
landlord does not cultivate land himself and “does not invest any 

capital in improving it.but contents himself with obtaining the 

best rent he can/’ 3 The non-cultivating owners have not shown any 
marked interest in agriculture, beyond planting a few gardens/’ 4 
They seldom cultivate their own land, but let it to the agricultural 
tribes on rent. 

In addition to the restrictions on the transfer of land there are 
legal restrictions on the attachment of other formB of property. 
For instance, the Code of Civil Procedure was altered in order to 
exempt from attachment or sale agricultural tools and implements 
and cattle necessary for tillage as well as agriculturist’s house. The 
agriculturist debtor was exempted from arrest for debt. He was 
also allowed to repay his debt by instalments. 

^ 10. Restrictions on the Lender. The restrictions on the bor¬ 
rower are in a sense also restrictions on the lender* because they 

1. Calvert, op. cit,, p. 268. 

2 Barling, op. cit., p. 388. 

3. Calvert, op. cit, p. 271. 

4. Ibid, p. 274. 




RURAL FINANCE AND INDEBTEDNESS M 


make the latter more cautious in lending when repayment is wcj^p 
'•asy. But there are some direct restrictions on money-lender, like 
provisions for his registration and licensing, regulation of his 
accounts, limitation of rates of interest that he can charge, and some 
miscellaneous provisions. 

These provisions are contained in a number of Acts passed by 
various provisions. An important piece of legislation in this 
direction is the Usurious Loans Act 1918, passed by the Central 
Government. It aimed at fixing a maximum rate of interest. One 
important feature of the Act was that the court could reopen old 
transactions and inquire into the equity of terms. The Agricultural 
Commission and the Banking Enquiry Committees, however, found 
that the Act was ardead letter. In recent years it has been amended 
by almost all provinces and it is now compulsory for courts of 
law to reopen the account and reduce the rate of interest. 

Other laws were passed by provincial Governments with similar 
objects. 1 We shall discuss them all together. 

(£) Registration and Licensing of Money‘lenders. The money¬ 
lender has to get himself registered and take out a licence in C. P., 
Bihar, Bengal, Bombay, U P. and Punjab before he can do money- 
lending business. In case of dishonesty a licence can be cancelled. 
A money-lender not taking out a licence can be punished with a fine 
in C. P. while in Bihar, Bengal, U. P. and the Punjab he cannot ask 
help from courts to enforce his claims. All the same it is difficult to 
enforce registration and licensing. Supervision by inspectors as in 
U.S.A. can ensure better results. 

(i«) Regulation of Accounts. The money-lender has to main¬ 
tain account books and furnish his debtor with a periodic statement 
of his liabilities with respect to principal and interest due on each 
loan. In Assam and Madras, such a statement is to be supplied 
only on demand by the debtor. He must also furnish receipts of 
payments received by him. Penalties are provided for failure to 
keep accounts Entry of fictitious amounts as debt is declared 
illegal and punishable with fine in Assam, Bihar, Orissa and U. P. 
It lias been seen, however, that in practice the law is disregarded by 


1. A h«t of these Acts according to provinces is given below;-— 

PUNJAB; Regulation of Accounts Act, 1930; Relief of Indebtedness 
Act, 1934, Debtors’Protection Act, 1936; Registration of Money, 
lenders Act, J93S. 

BENGAL : Money-lenders’ Act, 1933. 

C. P. t Money-lenders’ Act, 1934, Reduction of Interest Act, 1936; Pro. 
tectum of Debtors’ Act, 1937* 

XL P.: Agriculturists’ Relief Act, 1934 ; Encumbered Estates Act, 1934 ; 

Regulation of Sales Act, 1934. 

ASSAM ; Money-lenders’ Act, 1934. 

MADRAS; Debtors' Protection Act, 1934; Agriculturists Relief Act, 1938* 
BIHAR ; Money-lenders’ Act, 1938. 

ORISSA; Money-lenders* Act, 1939* 
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the lender and but rarely enforced by the debtor. The debtorV 
urgent need and his ignorance of his rights make it ineffective, 

(in) Limitation of Interest Hates. Maximum rates of interest 
that can be charged are fixed by legislation. Distinction is made 
between secured and unsecured loans. Unsecured loans usually pay 
a feigber rate. In Bihar and Assam compound interest is prohibited. 
Tn U. P.,Government notifies rates from time to time in the light of 
market conditions. Tn the Punjab on secured loans the maximum 
rate is 12 per cent simple and 9 per cent compound interest and on 
unsecured loans 18 : f and 14 per cent respectively. Even higher 
rates are allowed in Bengal. Tn almost all provinces the principle of 
damdupat is adopted according to which total interest oil a loan 
cannot exceed its principal. 

It is very diflicuit to enforce interest rates. The lender can 
always charge a higher rate from a needy borrower either by an 
agreement out of court or by entering as principal a sum bigger 
than is actually loaned. Such abuses have come to light. Vigorous 
propaganda is needed to inform the cultivator of his rights. 1 

(iv) Miscellaneous. Other provisions relate to protection of 
the debtor irom intimidation and molestation (as in 0. P., Bengal 
and U. P.) They exempt his holding from attachment in payment 
of debt—as in Punjab, Bihar and U. I\ 

11. Debt Legislation in the Punjab There were a number of 
such laws passed for combined Punjab. They apply to East Punjab 

( i) Regulation of Accounts Act , 11)31. Under this Act the 
creditor is required to keep regular accounts and to furnish at the 
end of every six months a statement to ovtrv debtor. If he fails to 
do so, either whole or pari of the interest due on a loan and the 
costs on the law suit may be disallowed by court. 

(u) The Relitf of Ii debi(dness Act, 1934. Its main provisions 
are : ( a ^ A person owing Rs. 250 and over can apply to be declared 
insolvent (6) Estates up to the value of Rs. 2,000 can be ad¬ 
ministered without a receiver being appointed, (c) Interest is to be 
deemed ox< essive if it exceeds fixed limits. ( d) The Act provides 
for setting up Debt Conciliation Boards. The procedure followed by 
these Boards has already been discussed. (^) Tire principle of 
damdupat in accepted. {/) Finally, ari agricultural debtor may at 
any time deposit in court money in full or part payment of his debt 
for payment to his creditor, and from that date interest on that de¬ 
posit ceases. 

(Hi) Debtors' Protection Act , 1936. This Act provides that a 
Civil Court can order the attachment and temporary alienation of 
the land of a debtor against whom a judgment has been passed. 
For execution the proceedings are transferred to the Collector of the 
district who is to determine how much of the land is to be attached 
and for what period, not exceeding 20 years. 

1. Abhy&nkar —Provincial Debt Legislation, pp. 45-7. 
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(%0) The Land Alienation (Second Amendment) Act, 1938, Thia 
Act declares Benami transactions to be invalid and thus stops an 
Important hole in the Land Alienation Act of 1901 which prohibited 
sales of land by an agriculturist to a non-agriculturist, 

(v) The Land Alienation (Third Amendment) Ad , 1939, seek® 
to put the agriculturist and non-agriculturist money-lenders on the 
same footing so far as the acquisition of land of the debtor is con* 
cemed. The creditor can not buy the land of the debtor until three 
years after the payment of his debt in full, 

(vi) Registration of Money-lenders’ Act , 1938. This Act re* 
quires all money-lenders to get themselves registered and take out 
lieenes on payment of a fee. Failing this no court is to entertain his 
suit. The Collector may cancel a licence for malpractices* 

(vii) Restitution of Mortgages Act , 1938. This Act extinguishes 
mortgages effected before the Punjab Alienation of Land Act, 1901. 
Compensation may be paid under lerta.n conditions. 

\12y A Critical Estimate of Debt Legislation- The measures 
considered above have been variously viewed. On the one hand, 
they have been welcomed as a blessing for the peasant, and, on the 
other, regarded as a curse. The Punjab measures were called 
“Golden ’Bills” and “Black Bills™ respectively by their supporter® 
and opponents, The following pomts of criticism deserve attention : 

(0 The greatest objection advanced against debt legislation is 
that it has led to the contraction of credit in rural areas. The 
Beseive Bank draws attention to this fact. “In areas where such 
legislation is in force, it is said that the money-lenders have discon* 
tinned lending except to old and trusted clients and have restricted 
their loans to a minimum ,?1 The contraction of credit cannot be 
attributed solely to debt legislation. The economic depression of 
the Chillies was sIso responsible for it to a large degree. Even if 
these measures have been responsible for contraction of credit, it 
has not been an unmixed evil. The major portion of rural debt in 
India is meuned for uiij it ductive purposes. If the money-lender 
has become more cautious—and that is one of the objects of this 
legislation- unproductive borrowing will be discouraged, and the 
cultivator learn to live within his means. 

( ii ) Further it is objected that the measures have encouraged 
default of payment of debt. Even debts owed to Government and 
Co-operative Societies were not paid in the 'thirties During the war 
years (1939-46) the use m prices improved the paying capacity of 
the borrower. Thus the ovei dues went down from Es. 11*2 orores 
to Rs. 6*2 crorcs during this period This proves that the peasant 
is prepared to pay if he can. The real trouble is that adequate 
arrangements do not exist to assist him to pay even his reduced 

1. Statutory Report Agricultural Credit (1937) p. 10. 

2, Review of th£ Co-operafcivo Movement in India, 1939*40. 
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-debts. The establishment of Land Mortgage Banks can supply this 
need. They can arrange for cash payment on behalf of the debtor 
and realize the amount in small instalments over a period of, say, 
20 to 25 years. Another way is for the Government to take over the 
-debt directly and gradually realize it with the land revenue. 

(Hi) In some cases the resources of the debtor are so meagre 
that he is unable to pay even the reduced debt. For this a simple 
Rural Insolvency Act is necessary. An Insolvency Act was passed 
in 1920 for debtors owing more than Rs. 500. The Royal Commis¬ 
sion on Agriculture recommended amendment enabling debtors of 
less than Rs. 500 jbo have its benefit. This recommendation has 
been given effect to in C. P. and Berar, Punjab and Bengal. Similar 
Insolvency provisions should be made in all the provinces. 

(iv) Further it is pointed out that after the debt has been 
reduced and instalments fixed the debtors find it difficult to secure 
new credit, until the last instalment has been paid. To avoid this 
difficulty the Conciliation Board should allow adequately for the 
debtor’s current needs while fixing his capacity to pay. 

(?;) Another line of criticism is that the limit of the debt which 
can be conciliated is fixed too high in some provinces, e </., Its. 50,000 
in O.P. and Rs. 15 000 in Bombay. This is a minor matter and can 
be set right, if necessary, by an amendment. 

(vi) Further criticism relates to the privileged position given 
toCo-operative Societies by these Acts In the Punjab, oo operative 
debts cannot be touched by the Conciliation Boards. In 0 P., Madras, 
Assam and Bengal no settlement is valid without the previous 
written permission of the Registrar. In Madras, the Agriculturist 
Relief Act of 1938 does not apply to co-operative debt. The reasons 
for this treatment are obvious. Co-operative Societies keep regular 
accounts, they are under Government supervision and are not 
profit-making bodies Moreover, their advances come out of the 
common fund of members and concession to some means less to 
others. But it should be remembered that some advances of Co¬ 
operative Societies are bad debts and their writing off will be good 
for the movement. Hence all debts, co-operative and others, should 
be taken into account before a debtor’s capacity to pay is fixed. 

It may be emphasized, however, that debt legislation is not the 
final remedy for indebtedness. Money-lenders’ activities may bo 
regulated, maximum rates of interest fixed, old debts reduced or 
abolished, but unless the basic causes that lead to this evil are 
tackled, no permanent cure will bo possible. Indebtedness will 
arise again. The permanent cure involves reorganization of our 
whole agricultural economy. 

13. Agricultural Finance : A fresh angle. Land is a valuable 
social asset. The State should strictly regulate its use with a view 
to maximizing the produce as well as developing human personality to 
- the fullest possible extent. To achieve this object adequate timely"' 
^finance is an essential condition. We have also seen that co-opera¬ 
tion is the very best device for the purpose. We have also seen 
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that co-operation has not progressed much so far. This is because 
the Indian cultivator is not ‘credit-worthy’. A large majority are 
under debt and must naturally be outside the circle of co-operative 
credit. Should they be then left to the tender mercy of the money¬ 
lender 1 But that is a road which will keep the cultivator ‘un¬ 
creditworthy’ for ever and ultimately pave the way to red revolution 
in the country. 

The only other alternative left then is “for the State to step 
in and supply unhesitatingly as much credit as is considered absolu¬ 
tely essential for the efficient performance of agricultural operations 
irrespective of the individual’s credit-worthiness”. 1 This is 
the only sensible thing to do, for the number involved is in millions. 
Such an investment may be a bad debt, but essentially it is sound, 
for it aims at raising vast numbers from their present sub-human 
levels to a knowledge of their manhood. The instrument to" achieve 
this purpose, which is not only handy, but has a chance of success, 
is eo-opcration. The Agrarian Reforms Committee are of the 
opinion that “all credit requirements of the cultivators should be 
.attended by one unified agency—a multi-purpose co-operative 
society—which will assess all their financial needs, short, medium, 
long as well as deficit”. The need for providing financial aid through 
this agency will be all the greater in areas from which Zamindari is 
proposed to be abolished, for obviously this abolition will drive 
capital away from the countryside to cities. 

The Gadgil Committee and the Agrarian Reforms Committee, 
however, insist that before any ie-organisation of agricultural finance 
is undertaken the present debts of agricultural producers should be 
compulsorily adjusted without waiting for any .applications from the 
borrowers, within a period of two years, and such adjusted debts 
should be paid to creditors immediately in lump sums by borrowing 
from a Land Mortgage Bank or a suitable agency which would re¬ 
cover the debt from the debtor in instalments spread over a period 
not exceeding 20 years. 

And this way lies the salvation of millions in the country ! 


X. Agrarian Keforn s Committee Report p. 106. 



CHAPTER XIII 

CO-OPERATION 

1. Meaning' The essence of co-operation is that isolated and 
powerless individuals can, by combining with one another, achieve 
advantages available to the rich and powerful so that they advance 
not only materially but also morally. Through co-operation they 
hope to attain “the effective realization of the higher and more pros¬ 
perous standard of life which has been characterized as better busi¬ 
ness, better farming, and better living.” 

“Every group of individuals,” says Strickland, “associated to 
secure a common end by joint effort may be said to co-operate ; 
for instance, a football team, a gang of robbers, or the shareholders 
of a speculative company. A century of history has given to 
Cooperation with a capital *0’ a more precise meaning. It indicates 
the association of individuals to secure a common economic end 
by honest means ; it is also essential in many forms of co-operation 
that the individuals possess a personal knowledge of one another.” 

“The basis of association,” continues the same writer, “is ( i ) 
voluntary, and (n) democratic ; voluntary because those only enter 

it who feel the economic need at which it aims.; democratic, 

because those who feel a real need will be men of modest status, who, 
if only the honest are admitted, will not resent equality, will in fact 
meet most easily on an equal footing.” 1 

Thus these characteristics of a Co-operative Society are not¬ 
able :—(a) it is voluntary, ( b) it is democratic and (c) the moral 
element in its aims is as important as the material. 

2. Origin and Development in India. Co-operative move¬ 
ment in India is now more than 40 years old. Started at first with 
the avowed object of granting short-term loans to people of limited 
means, the movement now embraces all aspects of economic life of 
its members. India was faced with the problem of the growing 
rural debt in the closing decades of the 19th century. About this 
time the success of small village banks in Germany attracted 
the attention of those who were anxious to solve this problem. The 
Madras Government deputed Frederick Nicholson to study the 
system and his report was published in 1895 97. About this time 
Mr. Dupemex in the United Provinces, and Edward Maclagan and 
Captain Crostnwaite in the Punjab were organizing credit societies 
which could be registered under the ordinary Company Law. The 
Famine Commission of 1901 s trongly recommended the introduction 
oi credit associations^ The result was the passing of the Co-operative 
Credit Societies Act in 1904. 

The object of the Act was “to encourage thrift, self-help and 
co-operation among agriculturists, artisans and persons of limited 
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means. The societies were to be either rural or urban. Generally 
-speaking, in the organization of rural societies the principles of 
JBaiffeisen and in that of urban societies those of Schulze-Delitzsch 
(both pioneers of co-operation in Germany) were followed* 

The principles of the Raiffeisen model are :— 

(a) Ten or more persons can form a society. (6) No shares are 
issued ; capital is secured by borrowing money on the joint respon¬ 
sibility of all the members. (e) The members have unlimited 
liability. ( d) Each society is limited to the village, so members are 
expected to know one another's financial condition and no person 
can become a member of more than one society, (e) There is no 
entrance fee. (/) The only paid member is the secretary-treasurer. 

>(f) Loans are granted for productive purposes only and on personal 
security, {h) No dividends are distributed : on the dissolution of a 
society the reserve funds are devoted to public or charitable 
purposes. 

The principles of the Schulze- JVlitzsch model are : — 

(a) It believes in a large membership drawn from a wide area ; 

(b) the payment of large salaries to office-bearers: (c) the distri¬ 
bution of handsome dividends ; (d) conducting general banking busi¬ 
ness ; (e) charging entrance fees,* and keeping out persons who 
possess no income. {/) Its aim is more materialistic than humani¬ 
tarian. (g) The liability of members is limited. 

Soon, however, certain defects were noticed in the Act of 1904: 

(i) It only sanctioned credit societies ; (ri) it provided for no central 
agencies for supervision and supply of capital ; and (in) classification 
into urban and rural societies was found to be unscientific and in¬ 
convenient. A new Act—the Co-operative Societies Act—was 
therefore passed in 1912. 

The Act of 1912 removed the defects of the Act of 1904 as 
under: 

(i) Non-credit forms of co-operation affecting purchase, sale, 
production, insurance, housing, etc., were recognized. 

(n) New organizations for supervision, audit and supply of 
capital, were recognized : (a) unions, consisting of primary societies 
for control and audit ; (6) central banks ; and (c) provincial banks. 

(in) Instead of the old distinction between rural and urban so¬ 
cieties, a more scientific distinction was made between those with 
limited and those with unlimited liability. The liability of a society, 
of which the members were registered societies, was to be limited. 
Societies which aimed at provision of credit and the majority of 
whose members were cultivators, were to have unlimited liability* 
The others were left td the option of the members. 

The Act of 1912 stimulated considerably the growth of the 
movement and the Maolagan Committee was appointed to review the 
progress made. It made useful recommendations for future develop* . 
tnent. During the first 15 years the progress was slow ; only 28,500 
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Societies were registered during this period in the whole of the 
country. 

Under the Reforms of 1910, co-operation became a provincial 
tx*ansferred subject and the movement took rapid strides under the 
zealous guidance of the new ministers. The provinces passed their 
own Co-operative Acts. In five years the numbers of societies more 
than doubled. 

But the movement seemed to outrun its own inherent 
strength. “The important rule that ‘the progress of any organisation 
should be in proportion to the abilities of those who are going to 
administer it/ had been ignored and the followers of Nicholson, 
anxious to spread the movement, had vigorously attempted to push 
Railleisimsm into the countryside without, as Nicholson had 
exhorted, endeavouring to find enough Raiffeisens first.” 

During the Great Economic Depression of 1929-35, the co¬ 
operative movement received a serious set-back. “With the drying 
up of productive outlets, assets had become frozen, and with the 
repayments coming in sluggishly and overdues rapidly mounting 
up, many central financing institutions came near to virtual 
extinction.” 

But the war and the postwar years have witnessed a con* 
siderablc quickening of the movement in all directions. Co-operation 
has come to play an increasingly important role in food production 
and distribution, marketing, housing, land colonisation and settle¬ 
ment, organisation of small-scale and cottage industries and schemes 
of rural rehabilitation etc. 

Between 1938-39 and 1945-4(5 the increase in the number of 
societies, the number of members and the working capital have been 
respectively 41%, 70% and 64%. 1 Also the movement touched 6% of 
the population in 1938-39, but 17% in 1947-48. The wuir stimulated, 
the growth of consumers 1 stores and marketing societies. Many new 
types of producers’ societies like weavers’ societies, milk supply 
unions, motor transport societies, fruit growers’ and cane growers’ 
associalions, etc., were formed. The credit societies extended their 
functions and the movement manifested its multi-purpose potenti¬ 
alities. Loan repayments were accelerated, turnover was brisk and 
working capital registered a substantial increase, though not in 
propoition to war-time inflation which means that a unique opport¬ 
unity of augmenting working capital by increasing members’ 
deposits was lost. Thus during the War “with a large turnover, 
accelerated repayments and shrinkage in the over-dues, the societies* 
gained in stiengtk and vigour.” In 1947-48 there were in the 
Indian Union 144,500 societies with 109 lakh members mearly and 
Rs. 167 crores nearly as working capital. These figures have out¬ 
stripped even the figures of the whole of India before the partition. 
The Co-operative Planning Committee in 1946 made recommendation# 


t Rftviflur of the Co-ooerative Movement in India (lu39-4tf), p. 2* 
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the effect of which would be to bring about a yearly increase of 
21,600 co-perative societies and bring in one million new,members. 

The peninsula seems to possess more congenial climate for 
the growth of co-operation. It has |tbs of entire membership as 
against $ths of the population. The highest percentage of families 
is covered by the movement in Coorg There every village has a 
Co-operative Society touching every phase of economic life. In 
Bombay, Madras, the Punjab and Ajmer about a quarter of the 
total families have membership in Co-operative Societies. 

During the year 1948-49, the co operative movement has 
taken very rapid strides. Between April 13, 1949 and August 18, 
1949, 1,710 new' societies were regisl ered in Mysore. There was also 
established the Mysore Central Land Mortgage Bank to which are 
affiliated 85 Primary Land Mortgage Banks. In Madras 1,800 rural 
credit soeietes were registered. In the U.P. the number of multi¬ 
purpose co-operatives in 921 Development Blocks increased to 18,000 
with additional 10,000 societies outside these blocks. In six districts 
350 consolidation societies have consolidated 12 lakh acres of land. 
More than frds of the population of the rationed towns is being served 
by co-operative stores. A Provincial Marketing Federation has been 
established for importing cloth. Bombay has set up a Provincial 
Co-operative Council to canalise and co-ordinate the growth of the 
movement. There was a vigorous drive for the eon version of credit 
societies into multi-purpose societies In the Punjab over 809 new 
societies were registered. 

3. Structure of Co-operative System- The following diagram 
explains the structure of the co-operative system in India :— 

Co-operative Societies 


Primary Secondary 


Credit Non-credit Unions Central Provincial 

| j Banks Banks 

Agricultural Agricultural 

or or 

Non-agricultural Non-agri cultural 

Primary Societies may be thus classified :— 

(1) Agricultural Co-operative Credit Societies. 

(2) Agricultural Co-operative Non-credit Societies. 

(3) Non-Agricultural Co-operative Credit Societies. 

(4) Non-Agricultural Co-operative Non-credit Societies. 

4. Agricultural Cooperative Credit Societies- A primary 
agricultural credit society can be formed by ten or more persons 
(maximum 100) by applying for registration to the Registrar of Co¬ 
operative Societies. The area of operation is usually a village to 
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ensure mutual knowledge and supervision on the part of the, 
members. The liability of members is unlimited so as to inspire, 
confidence in the minds of the outsiders and to stimulate mutual, 
control and supervision among the members, The working capital 
is derived from entrance fees, deposits, share capital, if any, of the 
members. Share capital is issued only in the Punjab, the tX.P. arid 
Madras. Capital is also secured from outside by means of loans 
and deposits from Government, from other societies and from 
Central and Provincial Banks. 

Loans arc given to members for (t) productive purposes like 
(a) short-term credit for current agricultural operations and (b) long¬ 
term credit ft r permanent improvement of land ; (it) for unproduc¬ 
tive purposes in moderate amounts, e,g ., for marriage ceremonies, 
etc. ; and (Hi) for redemption of old debts. Loans are usually given 
on personal security and sometimes on security of property. Re¬ 
payment is allowed in easy instalments. In the case of disputes, 
arbitration is provided for to discourage litigation. The Registrar can 
dissolve a society if it does not improve [its working in spite of 
warnings. 

Every society is required by law to build up a reserve fund to 
which all profits are credited in the case of societies with no share 
capital. In the case of others, 2d per cent of profits is carried to this 
fund. Ten per cent of the profits, if the Registrar allows, can be 
spent for charitable purposes. Accounts of the society are annually 
audited by officers deputed by the Registrar. The societies enjoy 
certain privileges like exemption from stamp duty, registration fee 
and income-tax. Their shares cannot be attached, and they have a 
prior claim over other creditors. 

The management is in the hands of two bodies i.e,, the Gene¬ 
ral Committee consisting of all the members and a Managing Com¬ 
mittee elected by the general body. The current business is disposed 
of by the Managing Committee, e.g., granting loans, admitting new 
members, etc. The General Committee elects the Managing 
Committee, appoints the paid secretary, amends bye-laws, etc. 

A review of the co-operative movement since 1938-39 shows 
that the credit societies have pulled through the crisis which threa¬ 
tened them since the Great Depression. Half of the outstanding loans 
had become overdue. During the 10 years ending 1939-40 there was 
a 50% drop in fresh advances. The immediate cause of stagnation 
was the economic depression and to some extent debt legislation. 
But World War II changed all this. The position regarding over- 
dues, which was so disquieting, considerably improved, the overdues 
having gone down from Rs. 11*2 crores in 1938-39 to Rs. 6*2 crores 
in 1945-46. The number of societies, membership and deposits have 
shown a remarkable increase. The working capital, however, did not 
increase much owing to decline in the amount of loans taken from 
provincial and central banks, The reason for this decline seems to 
be that recoveries have generally exceeded the amount of fresh 
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advances. High agricultural prices improved the repaying capacity of 
tit b borrower. Hence the liquefaction of frozen and irrecoverable 
assets which placed the societies in a definitely better financial position. 

The improvement has not been uniform in all provinces. 
Bengal has the largest number of societies but qualitatively it is dis- 
appointing, for 80% of the outstandings are overdue The Punjab 
also does not seem to have fared well. There has been intense re¬ 
habilitation of the movement in Bihar with the writing off of the 
overdues and a decrease in the outstandings. The development in 
Bombay and Madras has been specially marked, particularly on the 
non credit side. 

The co-operative movement has been essentially a credit move¬ 
ment from its very inception. But during the last 10 years there 
has been considerable diversification of the functions of the credit 
societies. In 1047-48 they formed 74% of the total number of 
societies in India with about 50% of the entire membership This 
shows that short and medium term finance is still the pivotal need 
of the agriculturists. 

The owned capital is only 50% of the working capital which 
shows that the element of thrift in the movement is small and de¬ 
pendence on outside finance disproportionately large. One of the 
Registrars in his report said that “in respect of thrift and 
credit societies thrift had always remained a sleeping partner.” 
“Indeed the financial distributary system of co operative credit in 
this country, M says the Reserve Bank Review, “is largely a channel 
for the flow of funds from the well-to-do towns-people through the 
Provincial and Central Banks to the primary societies and thence to 
the numerous and scattered individual members of societies. 01 

It is worth mentioning that even from their very inception the 
credit societies have not confined themselves to purely banking 
business. Only in one province (*.«,, Madras) 940 rural societies in 
1947-48 effected purchases and Bales amounting respectively to 
Rs. 91 lakhs and Rs. 103 lakhs nearly. 

5. Agricultural Co-operative Non-credit Societies. Non-credit 
societies have not developed to the same extent as credit societies. 
They were about one-fifth in 1945*46. Their slow development has 
been due to a number of causes : (i) The Act of 1904 made no pro¬ 

vision for such societies and it was only after the Act of 1912 that 
such societies began to be formed. ( ii ) In other countries—e.g., 
Europe and America-—also the non-credit movement developed later 
and much slower than the credit movement, due to greater training 
and experience being necessary for running them, (tit) The indus¬ 
trial backwardness of India and the illiteracy of people also stood 
in the way. (it/) Finally, credit societies in many cases also took up 
non-credit functions—such as purchase of implements, seeds and 
manures, etc. 

In recent years non-credit societies have shown remarkable 
pro gress. Two factors are responsi ble for this. First, inflalaon ary 
1* Review of the Co-operative Movement, op. oit. # p. 6. 
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increase in agricultural incomes leading to accelerated repayments 
increased the Hindis' at the disposal of the societies which had to seek 
outlets in other directions. S econdly, the co-operative societies were 
entrusted with the task of distributing the7ssentialYu|)plies of sugar , 
clothrin atc hes^ kerosen e, etc., on account of the wide prevalence of 
black marketing and profiteering. 

Non-credit Co-operative Movement covers a very wide field. 
Such societies are concerned with (i) purchase and sale,, (ii) pro¬ 
duction and sale, (in) production, (iv) societies for social services, 
(t?) housing societies and (vi) insurance societies. 

Remarkable progress lias been made in co-operative marketing 
in Bombay, Madras, the U. P. and Bihar. Transition from sub¬ 
sistence economy to commercial farming led to the multiplication of 
intermediaries between the grower and consumer who deprived <he 
grower of a fair return on his operations and increased the difficulties 
in the adjustment of supply to demand. This gave rise to the 
development of marketing co-operatives. The w r ar and post-war 
conditions accelerated this development. From 1938-39 to 1947 48 
their number increased in Bombay from 94 to 224, in Madras from * 
138 to 192, in the U. P. from 1,094 to 2,705 and so on. The Cane 
Marketing Societies of the U. P. and Bihar deserve special mention. 
They combine cane development and marketing. The Cotton Sale 
Societies of Bombay are also an outstanding example of successful 
co-operative marketing. The progress m other provinces has not been 
satisfactory. The commission shops of the Punjab have not done well 
and the jute societies in Bengal also have failed. In the absence of 
binding agreements with the members the Marketing Societies cannot 
depend on any definite volume of produce. 

Recent food production drive has given a great impetus to 
production societies. The activities of such societies include societies 
for better farming, consolidation of holdings, irrigation, land recla- 
rnation^ colonisation, crop protection, joint farming, cattle breeding 
etc. They have not, however, made uniform progress in all pro¬ 
vinces. The Punjab had in 1945 the largest number of better 
faming societies and 2,000 consolidation societies. Also, in the 
PtiUjab the societies have taken up cattle breeding, forest manage¬ 
ment and anti-erosion work. Fencing and crop protection lias been 
taken up in Bombay, Bengal, Madras and the U. P. 

Co-operative movement has also been concerned with promoting 
‘better-living’ or ‘rural reconstruction’. In 1945-46 there were 2,350 
‘Dehat Sudhar ^Societies’ in the Punjab and in the U. P. there were 
4,000 such societies Those societies have carried on propaganda for 
curtailment of ceremonial expenditure, dug wells, introduced better 
farming methods, established dispensaries and adult schools, en¬ 
couraged cottage industries and settled disputes. 

6. Single va. Multiple-purpose Societies. Recently aeon* 
troversy 1 h as appeared in co-operative circles which demands our 

1. See Reserve Bank’s Bevicw of Co operative Movement (1940-41), pp. 
20-0; S.G. Beri in Indian Economic Journal, January 1942, p. 515. 
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attention. The question is whether there should be one society for 
tackling every separate problem of the cultivator-—credit, sale and 
purchase, improved methods and implements etc.,—or there should 
be a single society which should take charge of all these problems 
over the area of a single village or a few villages together. So far 
the typical society in India has been a single-purpose society, though 
some credit societies have, also performed other functions like intro¬ 
duction of better seed and implements, etc , and the better-living 
societies also tackle the village problem in its various aspects. The 
question is whether the multi-purpose society should be made the 
typical society. 

The Reserve Bank of India has strongly advocated the cause 
of such societies. How the new society will come about and 
how it will perform its functions, according to the Reserve Bank, is 
shown in the following extract from one of its publications : ‘‘Start¬ 
ing with credit for current needs, a society miy get the old debts 
of its good members liquidated through a iand mortgage bank, intro¬ 
duce better business and better monetary return by inducing its 
members to sell their produce co-operatively, ensure their growing 
of the improved varieties of crops by purchasing seeds for them, 
save on purchases by arranging for the purchase of their other needs 
jointly and at profitable rates on an indent system without incurring 
any risk or liability, save litigation expenses by effecting arbitration, 
improve the outturn of (Tops by consolidation of holdings, supply of 
pure seeds and improved implements, supplement the income of its 
members by inducing them to take to subsidiary industries, intro¬ 
duce better-living measures by adopting bye-laws by common con¬ 
sent which will curtail ceremonial expenditure and remove insanitary 
habits, provide medical relief, and so on.” 1 

Many arguments are put forward for the multi-purpose society. 
Greater loyalty and substained interest of members ; freedom from 
the evils of cash economy ; wider area of operation heneo more 
economical and efficient management ; its utility in the moral* uplift 
movement and the promotion of subsidiary industries connected with 
agriculture. It can serve as a good agency for the rehabilitation of 
rural life as a whole ; it will have a coyiprehensive understanding of 
all the various problems that the agriculturist has to face. In any 
case a proper co-ordination of the various co-operative activities is 
necessary even if there art 1 , separate societies for each purpose. 
Multi-purpose societies can do it best Further, if different branches 
of business meet with varying syccess, “what is lost on the swings 
will be made up on the roundabouts”. Only a multi-purpose society 
can displace the money lender completely. Unless credit is linked 
with marketing the financial interests of the illiterate and ignorant 
peasant cannot be effectively safe-guarded. There is also the paucity 
of trained personnel for running separate institutions. Besides, a 
small society with a restricted range of operations cannot withstand 
even a few setbacks. 

1. Reserve Bank of India; Review of Co-operative Movements, pp. 20-2. 
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On the other hand, its opponents raise a number of objections 
against it ( e.g Strickland at the Registrars' Conference, 1029} : 
That the business ability of the villager may be overstrained ; the 
danger of its becoming cumbersome in mechanism and unintelligible 
to the simpler members ; failure of one line of business may affect 
other lines. Then there are disadvantages due to the larger area of 
operations. It is held that on account of the failure of members to 
secure the necessary mutual knowledge and trust, an essential pur¬ 
pose of the co-operative movement will be defeated. Moreover, a 
small village unit is regarded necessary as a training ground. Then 
the limited liability of such a society is also objected to. 

In spite of these objections multi-purpose socioties are finding 
an increasing number of supporters. The thirteenth Conference of 
Registrars of Co-operative Societies held at Delhi in December, 1939, 
supported them. The Madras Committee on Co operation, 1940, 
also favoured the idea 

During the last 10 years, the multi-purpose societies have 
made appreciable progress particularly in the U.P., Bombay, Bengal 
and the C P. and Berar. In 1947-48 there were 18,000 such societies in 
U.P , 655 in Bombay, 172 in C.P., 1,162 in Bengal and 853 in Bihar. 
There has been an all-round increase in their number, membership, 
loan operations, turnover, etc, Besides giving financial assistance 
to their members, they arrange for the marketing of the members' 
produce and for the supply of seeds, manure, implements and other 
requisites including foodstuffs. 

7. Non-Agricultural Co operation Non-agricultural co-opera¬ 
tion, too, has two aspects, viz., the credit and the non-credit. 

( i) The Credit Societies. The credit societies are generally 
found in the urban areas and are on the Schulze-Delitzsch model— 
large membership, limited liability, high dividends, etc. 

These societies have taken different forms. In Bombay and 
Madras there are Peoples' Banks meant specially for the benefit of 
the middle classes. There are thrift and life insurance societies in 
Punjab, Bombay and Madras. Societies for employees of large firms 
and government departments have made good progress in Bombay, 
Bengal and Madras. Their primary purpose is to promote thrift, 
though they also grant loans to members at reasonable rates. There 
is, however, a tendency for the members to borrowup to the maxi¬ 
mum limit almost continuously. There are communal societies for 
the uplift of backward classes. Artisans' Societies of carpenters, 
shoe-makers, etc., on the Raiffeisen model exist mostly in Bombay. 
There are also societies for factory workers providing credit, promot¬ 
ing thrift and carrying on social and educational activities among 
mill hands. There were 156 such societies in Bombay in 1945-46. 
The Co-operative Planning Committee recommends the formation of 
such societies in all factory areas. Societies have also been formed 
for improving the social status and economic conditions of depressed 
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btasses. These societies, however, have not met with success owing 
tp the meagre income of these classes. 

In 1945-46 there were 7,554 non-agricultural credit societies of 
which the urban banks were the most important. They perform al¬ 
most all the functions of commercial banks. Bombay and Madras 
have shown remarkable development in this direction, where almost 
every town has such a bank. By drawing off money from people’s pac¬ 
kets, they had a salutary anti-inflationary effect. They have asked 
to be freed from legal restrictions regarding loans, etc., so that they 
may be able to compete with the joint stock banks more effectively. 
But the Co-operative Planning Committee does not favour the re¬ 
moval of such restrictions. 

A wrong impression seems to prevail that the agricultural 
co-operative credit movement is the most important. But the non- 
agricultural credit movement has reached larger proportions in respect 
of working capital and the business turnover. Unlike the agricul¬ 
tural societies they did not suffer any setback during the Great 
Depression, as the fixed incomists in towns gained from the fall in 
prices. Owing to the educated membership and larger resources 
they have shown higher managerial standards In almost every 
respect the non-agricultural societies have made much better pro¬ 
gress. As compared with 193K-39, their loans and deposits doubled 
in 1945-46, whereas those of agricultural societies showed a positive 
decline. 

(it) Non-credit Societies . These societies have taken the follow¬ 
ing forms ;— 

Consumers' Societies. Up to World War II this form of co-ope¬ 
ration did not make much headway. The Reserve Bank Review 
(1939-46) attributes the failure of the Consumer’s Societies to the 
low margin of profit, high administrat've costs, inadequacy of 
capital, the lack of trained, capable and honest staff, disloyalty of 
members, insistence on cash payments, absence of central organiza¬ 
tions which could purchase goods directly from the producers for 
their stores, etc. Other difficulties are strong outside competition 
and absence of a large class oi people with fixed periodical incomes. 

World War IT, however, created conditions which were favour¬ 
able for the development of the Consumers’ Societies. Prevalence 
of sky-rocketing prices, profiteering and block-marketing compelled 
the people to seek the assistance of the co-operative movement for 
the supply of essential requirements. Ability to pay cash on 
account of inflation and the official control on prices removed the 
other obstacles from the way of the development of co-operative 
stores. 7’he Government also encouraged these societies by granting 
licences and allotting quotas of controlled articles as they 
were regarded as more efficient and reliable agencies for the distribu¬ 
tion of these articles. In Madras 26% of the card-holders were 
Served by them. There has been a great burst of activity, in all 
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directions. The progress of consumers' co-operation is shown by 
the fact that between 1938-39 and 1947-48 the number of Consumers' 
Co-operative Societies increased from 13 to 1.013 in Assam, from 
25 to 612 in Bombay, from 85 to 1,740 in Madras, from 9 to 371 in 
Orissa, and so on. Although the consumers' movement has made 
substantial progress, yet the progress cannot be called satisfactory. 
It has not been uniform throughout the country and it has been 
largely urban in complexion. 

The co-operatives have made much progress in Madras, where 
the movement has penetrated into rural areas and wholesale and 
central stores have been organized in urban centres. There we/e 
22 such stores on 30th June, 1948. The Triplicate Urban Co-opera¬ 
tive Society is said to have made history. During the war its 
membership rose from 6,000 to 12,000. There were also in 1945-46, 
69 stores in industrial concerns with 69,000 members. They have 
been established with the generous help of the employers and are 
expected to become permanent adjuncts to all industrial concerns 
and form an integral part of schemes of social security for the in¬ 
dustrial labourers. The weakness of these institutions are : ( i ) they 
mainly deal in controlled articles; (U) 05% of their sales are to 
non-members and (Hi) only 24% of their total purchases are from 
co-operative wholesale stores. Assam, Bombay, Mysore, and Travan- 
core have also made good progress. It is necessary to take steps to 
consolidate this progress. Among the steps that can be taken to 
strengthen consumer’s societies may be mentioned : ( i ) increase of 

share capital, (it) building up of ample reserve funds, (iii) increase 
of membership, (iv) closer link up between the primary and whole¬ 
sale stores, (v) diversification of lines of trade. In India where the 
people are poor and need good articles at fair prices, but where shop¬ 
keepers are unscrupulous consumers' eo-operation has a great scope. 

. Industrial co-operation. One of tin* means for the resuscitation 
of the small-scale and cottage industries is to organize them on co¬ 
operative basts. Since 1935 when Government of India inaugurated 
a system of annual grants in aid of cottage industries, a great fillip 
was given to the formation of industrial co-operative societies 
of which the weavers' societies are the most important. Other 
societies have been formed by tanners, smiths, potters, oil pressers, 
bee-keepers, wood workers etc. In Bombay alone there were 425 
industrial oo operatives on 31st March, 1948. Madras, in 1949, had 
941 weavers’ societies witli a monthly production of Rs. *55 1 ikhs. 
Besides, these milk supply societies and unions are functioning in 
several provinces but their development in Bengal, Madras and the 
U. P. is specially noteworthy. There are societies relating to insu¬ 
rance, labour contract and transport. 

Co-operative Housing Societies. In towns like Madras, Mysore 
and Bombay, a beginning has been made in the direction of co-opera¬ 
tive housing. In the town of Bombay, such societies have been 
prganized under the auspices of the Bombay Co-operative Housing 
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Association for the benefit chiefly of middle-class communities. 
Such societies are usually of two types : (a) those which buy land in 
common and assist members with technical advice, purchase of 
materials, etc., for building their own houses ; (b) those that build 
houses and charge rent from members to cover cost of construction 
over a long period The Government of Tndia assists house building 
societies with grant of loans 1 In Bombay there were, in 1945*46, 
126 societies and in Madras 113. The urgent need for the rehabi¬ 
litation of the refugees h is given a great fillip to co-operative 
housing. 

Among the typical non-credit societies in India mention may 
be made ot the Farmers" Co-operative Cotton Ginning and Pressing 
Society of Surat, the East Khandesh Marat ha Vidya Prasarak Co¬ 
operative Samaj of Jalgaon (Bombay), the Jalgaon Taluka Develop¬ 
ment Agricultural Co-operative Association and the Alamuru Co¬ 
operative Rural Bank (Madras). The Pinners 5 Co operative Cotton 
Ginning and Pressing Society was started in 1933 on the farmers’ 
own initiative. On 31st October, 1948, it had 93 ^individuals and 12 
societies as its members, its paid-up share capital and reserve fund 
amounted to Iis. 86,000 and Its. 29,620 respectively, its deposits 
were Rs. 97,000 and it made in 1947 -48 a net profit of Rs. 10,000 
nearly after allowing a rebate of almost the same amount to its 
members. Of the total pressing business at Surat, 50% is commanded 
by the society. The East Khandesh Maratha Vidya Prasarak Co¬ 
operative Samaj is unique among Societies doing social work. 
Besides running a high school, a teachers' training college and 
hostel, the Samaj runs 337 voluntary schools containing nearly 15,000 
pupils and its annual expenditure is Rs. 3 27 lakhs. At the end of 
1947-48 it had 510 members on its rolls. The Jalgaon Taluka 
Development Agricultural Co operative Association seeks to develop 
agriculture in all possible ways. Among its many useful activities, 
its cattle breeding, dairy and poultry farms give it a unique place 
among co-operative institutions in the country. The Alamuru Co¬ 
operative Rural Bank is an outstanding example of a multi pui pose 
society. On 31st December 1948 it had 3,749 members of whom the 
majority were Harijans and about 700 women , its slnre capital 
amounted to Rs. 59,771. 

8. Central Societies. So far we have been concerned only 
with primary societies. Now we come to the secondary societies 
which are formed to organize, supervise and finance the primary 
societies. These are Unions, Central Banks and Provincial Banks. 

Membership of the Unions is open only to societies, but in the 
case of the Central Banks and the Provincial Banks the members 
may be individuals as well as societies. 

(i) Unions . Unions may be of three kinds : 

(a) Guaranteeing Unions (as in Bombay), 


h Reserve Bonk Review, op. oil., p. 67. 
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( b) Supervising Unions (as in Madras and Bombay), 

(c) Banking Unions (as in the Punjab). 

Unions are federations of societies within a certain area, 
managed* by a committee representing the member societies* Gua¬ 
ranteeing unions guarantee loans given by the central banks to the 
member societies. The unions perform the function of supervision 
of primaries and also serve as links between them and the central 
financing institutions. 

(ii) Central Co-operative Banks. The central banks have been 
organized since the passing of the Co-operative Societies Act, 1912, 
to finance the primary societies and to act as their balancing centres. 
Such banks make it possible to draw capital from a larger field for 
the benefit of primary societies. They also help in adjusting and 
balancing the excesses and deficiencies of working capital of primary 
societies, within the area of their jurisdiction. Besides financing the 
societies, they do other banking business like accepting deposits, 
collecting bills, cheques, etc. In some states (provinces) they also 
advance loans to individuals against real property. 

Central Banks may be mixed or pure. Membership of the mixed 
central banks is open to individuals as well as to societies, but the 
pure type is a truly federal central bank, and admits only societies 
as members The mixed type is more suitable to Indian conditions 
at present but the pure type should be the ideal. Pure type are 
found in the Punjab and Bengal and are generally called Banking 
Unions 

During the last ten years there has been a general improve¬ 
ment in the financial position of the central banks due to war condi¬ 
tions although their number has remained stationary at 600. The 
position regarding overdue® has improved and deposits and working 
capital have increased. As demand from the societies for advances 
was not sufficient to absorb the large funds at the disposal of the 
central banks, they have intensified their commerc.al btnking func¬ 
tions. An encouraging development in recent years has been the 
tendency to eliminate individual members and to inore ise the num¬ 
ber of society members. The central banks have taken to non-credit 
activities, e.g.> helping in the Grow-More-Food campaign and in the 
distribution of foodstuffs and other consumers’ goods at fair prices. 
All provinces have not made uniform progress. In Madras, Bombay 
and the Punjab the progress has been good, in Bengal the position is 
almost stationary and in Bihar it has considerably deteriorated. 

(in) Provincial Co-operative Banks. They are apex banks which 
finance, co-ordinate and control the working of the central banks in 
each state (province). They serve as clearing houses of the excesses 
and deficiencies of the working capital of central banks. They serve, 
moreover, as a link between the general money market and the co¬ 
operative primary societies in the villages. Generally speaking, the 
apex bank does not deal directly with primary societies but through 
central banks, except in area* where central banks hay© n o% 
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developed. The constitution of provincial co operative banks also 
varies in different provinces* In Bombay, Madras, the C. P. and 
Berar, Bihar and Assam the membership is open to societies and indi¬ 
viduals ; in Bengal and the Punjab only sooieties can become mem¬ 
bers. Their financial position is, on the whole, much sounder than 
that of the central banks. 

The main features of the working of provincial co-operative 
banks during the last 10 years are, increase in working capital due 
to heavy inflow of deposits, stationary nature of outstanding loans 
due to satisfactory recoveries and investment of swollen surpluses in 
government and approved securities. Besides their normal banking 
activities, they have also taken interest in other co-operative acti¬ 
vities, such as linking of various co-operative organisations together 
and financing the supply and distribution of foodstuffs and other 
necessaries to combat black-market operations. It is suggested that 
with their considerably strengthened financial position, the provincial 
banks should explore new co-operative avenues instead of venturing 
into commercial banking too far. 

There were in 1947-48, 14 Provincial Co-operative Banka with 
working capital of about Its. 25 crores. 

The need for an all-India Co-operative Bank was stressed by 
the Maelagan Committee. But since then opinion in this regard has 
undergone a change, due to superfluous resources being available 
with the provincial banks, the accommodation available with the 
Imperial Bank and other banks and due to the fact that co-opera¬ 
tion is now a state (provincial) subject and needs development on 
independent lines according to local conditions. Moreover, spon¬ 
taneous provincial inter-lending has developed, assisted by the 
Indian Provincial Co-operative Banks Association. Finally, the 
need for an all-India apex bank is not so great now because of the 
estabkshment of the Reserve Bank of India. In recent years it has 
become a normal feature with the Provincial Banks to draw on an 
increasing scale on the Reserve Bank and Government for financial 
accommodation. 

9. Long-term Credit and Land Mortgage Banks. The agri¬ 
culturist requires long-term credit principally for two needs, i e., 
for settlement of old debts and for land improvements. The Gov¬ 
ernment gives loans for land improvements under the Land Improve¬ 
ments Loans Act, 1883, but such loans are inadequate. Moreover 
this does not provide for loans for settlement of old debts. A co¬ 
operative society cannot provide long-term credit. Its resources are 
limited and cannot be locked up for long periods. Hence the need 
for the establishment of Land Mortgage Banks. 

A Land Mortgage Bank is an institution which gives long-term 
loans on the security of land mortgaged with it. Such a bank nptay 
organized as a co-operative bank, a non-co-operative bank ora 
^uasi-co-operativc bank—the last combining features of a co-opera¬ 
tive a commercial institution. Most of the Indian banks are 
quasi-co-operative. The co-operative type is the ideal, but in order 
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to attract business talent and larger amounts of the capital from 
bigger capitalists, non-borrowing persons are allowed to hold shares 
and limited liability is introduced. Valuation of land is effected by 
trained officials lent by the Governments and loans require the pre¬ 
vious sanction of the Registrar. 

In organizing land mortgage banks care should be taken that 
the constitution and working should be simple and the management 
efficient. The State can ensure their success in many ways : by 
giving guarantees for the repayment of principal and interest on 
debentures, by purchasing a portion of debentures, by granting 
special facilities and privileges similar to those enjoyed by eo-opora- 
tive societies, etc. 

The credit for the establishment of the first co-operative laud 
mortgage bank goes to the Punjab, where such a bmk was establish¬ 
ed in 3920 in Jhang (Pakistan). These bulks hive not proved 
successful in the Punjab. “The success of laud mortgage bank,” 
says the Reserve Bank’s Review, “depends to a considerable extent 
on accurate assessment of the value of t ie land offered as security 
and the annual repaying capacity, adjustment of loans and the terms 
of repayment thereto and the recovery of the instalments punc¬ 
tually.” 1 

The existence of the Land Alienation Act, according to some 
critics, has contributed to the failure of these banka. Add to this 
the default of the directors and honorary workers, who were them¬ 
selves large borrowers. 

A real beginning of land mortgage banking in India was made 
in 1929 with the establishment of Land Mortgage Bmk in Madras. 
A central institution of this type waN established in Bombay m 1935. 
Madras still holds the pride of place with 119 Imd mortgage banks. 
The Reserve Bank Review (1939-4t>) thus sums up the position ; 
“In spite of its vast agricultural population, India has not had a 
successful land mortgage banking structure. The land mortgage 
bank movement has failed at the place of its birth, the Punjab. 
It has either failed or remained in a moribund condition in several 
other provinces like the C. P. and Berar, Ajmer, Orisst, the U P. and 
Bengal. The only province in India which has made a mark in land 
mortgage banking is Madras.” 

During the Great Depression land mortgage banking received 
some fillip as agricultural prices, and consequently land values 
had fallen end the agriculturists needed assistance. But during the 
last 10 years there has been reversal of these conditions. The agri¬ 
culturists have experienced a measure of prosperity ; there have 
been even advance repayments of debts. Further, the Debt Con¬ 
ciliation Boards, by scaling down the debt and providing for easy 
instalments of repayment, have reduced the need for borrowing. 
Hence the land mortgage banks which have so far confined their 
activities to debt redemption do not seem to have any bright future. 


Bank Review, op. cil., p. 39, 
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It is therefore necessary for them now to turn to the financing of 
schemes of land improvements i e., bunding, fencing, sinking wells, 
purchase of costly machinery like tractors, etc. 

Tt should be particularly noted that land mortgage banks have 
serious limitations and too much should not be expected of them. 
First, it is net possible for them to transfer to thcmselveB the 
entire burden of agricultural debt. Secondly, such banks can only 
reduce the burden of debt ; they cannot remove it altogether. Unless 
the agriculturists themselves act prudently and curtail their un¬ 
productive expenditure it is impossible to save them from the burden 
of debt. 

In 1947-48 there were only five Central Land Mortgage Banks 
and 271 primary mortgage banks and societies with a working capital 
of Rs. 461 ’84 lakhs. The Mysore Central Co-operative Land Mortgage 
Bank has been established recently and it has 85 primary land mort¬ 
gage banks uffiliated to it. 

10. Reserve Rank and Agricultural Finance. The Reserve 
Bank does not directly finance agricultural operations oiTaccount of 
t lm great financial responsibility on this central institution and th e 
r hky character ot agriculture as a business" Indirectly, however, 
the Bank is doing useful work by creating conditions favourable for 
financing ol agriculture, by g’ving expert advice and by publication 
of useful literature relevant to the problem of agricultural co-ope¬ 
rative finance. 1 bus— 


(i) The Reserve Bank of India Act (1934) allows the Bank to 
sell and rediscount agricultural bills and promissory notes endorsed 
by a scheduled bank or a provincial co-operative bank, drawn for 
the purpose of financing seasonal agricultural operations, or the 
marketing of crops, and maturing within nine months^ 

(ii) It is further authorized to make loans a nd advances for 
90 days to provincial co-operative bants, and central land mort¬ 
gage banks (declared to be provincial co-operative banks), and 
through them to co-operative central banks and primary land mort¬ 
gage banks, against specified securities, viz.. Government p a per an d 
c ertain approved debentures and approv^ promissory notes . 


(Hi) The B ank has es tablished an Agricultural Credit Depart; 
ment whose lufifttion It is t(T credit 

and offer ex pert adv ice to Government anSp^opemt^ e ^'S^ii i a nd 
to co-ordinate the operations oT'TKIT^ with 

agricultural credit and its relations with provincial co-operative 
banks and any other institution engaged in agricultural finance. 
This department has issued a number of bulletins on the working 
of co-operative movement in certain localities and has published an 
All-India Review of the Co-operative Movement. 


The Reserve Bank initiated some schemes for extending credit 
facilities to the co-operatives in India, In 1938 a scheme waa for¬ 
mulated for providing finance ior the marketing., of j^ctdtuS l 
prodffoe thi'flUfeh'tha Soney-IenaaLJ "~TBr Bgnk offered to re-disoouit 
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at concession rates, through scheduled banks, the bilk of approved 
mone y-JencleTi; At the same lime a oircular was sent round laving 
Sown the procedure to be followed by the provincial co-operatnre 
banks in obtaining finance from the Bank. The response in both cases, 
however, was very poor. Another scheme proposed rn 1942 met with 
a similar fate. In 1944 the scheme of rebate wa* extended to cover * 
bills end promissory notes drawn for financing seasonal agricultural" 
operations also and the rebate was increased in 1946. But such 
schemes have not elicited any favourable response. It is said that 
the conditions under which the Reserve Bank offers accommodatfoi T 
are tdp stringent, and the Bank's assistance has thus remained 

ineffeoi^ 

The popular opinion, therefore, would like to see the Reserve 
Bank less conservative in its policy towards agrieuH ural finance. 
No doubt the Bank cannot supply normal finance to any of the 
credit agencies. It should come into the picture only as a lender in 
the last resort, when ordinary sources of commercial credit appear 
inadequate for seasonal demands of business. The Bank does issue 
instructions and advice to co-operative banks by issuing circular 
letters from time to time. So far so good. But popular view would 
like to see the Bank giving more direct and adequate help to agri¬ 
culture through co-operative agencies. For instance, the Bank 
does not any cash credit facnlities toj^ -j^pcraji^ 

tanksT^ This is regarded by some writers as an ultra-conservative 
view. It is also suggested that the scope of the functions of the 
Agricultural Credit Department should be extended, and early steps 
should be taken to bring the indigenous bankers directly within the 
orbit of the Reserve Bank. 

11. Achievements of Co-operation. The Co-operative Move¬ 
ment has been subjected to the searchlight of criticism by various 
writers, committees and commissions. The achievements of the 
Movement and its possibilities have obtained high praise on the one 
hand ; and on the other, the movement has been regarded by some 
writers as an utter failure to be liquidated at the earliest moment. 
Among the achievements claimed for the movement are : 

( i ) That it has led to an all-round reduction in the rates of 
interest in the rural areas. 

(ii) That it has encouraged the habit of saving and investment. 

(m) That it has led to a decrease in consumption borrowing. 

(tv) That it has contributed to a better morality and an in¬ 
dependence of outlook among the cultivators. 

(v) And, finally that it has created an increasing interest in 
rural matters in the minds of urban capitalists and workers. 

To this the critics of the movement reply that many of the 
above results are qualitative and hence difficult to measure, and that, 
even if such results have been achieved, they are associated only 
with the best societies, the number of which is not great* On the 
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other hand, they emphasize the fact that the co-operative move* 
mc-nt m India has been almost exclusively occupied yrith the profe- ^ 
leifc of rural credit, and even in that field its achievements are not 
very remarkable. Even an official body, like the Central Bankin g 
Enfl uiry CommiI tee, ,bad t o admit that “there is very liLt&ideafig 
about the reduction of totff indebtedness .through th e agency of th e ' 

the egnculturists adequately 

various troVmcial "Banking Enquiry OommE^ noted that 

only a small percentage of the current needs of agriculture are sup¬ 
plied by co-operative societies. The movement has only touched a 
small proportion of the total population of India. “All that ha.« 
been done amounts only to^a scratching of surface” (Sir M. Visve- 
svaraya). ’ 

The criticism contains a substantial element of truth. But con¬ 
sidering the limitations under which the movement has developed 
in this country, it has made remarkable progress and has resulted 
in a lasting benefit to the Indian peasantry. Owing to cheapness of 
credit that it has made available, it has resulted in savings for the 
agriculturists which are estimated at about one erore of rupees. It has 
restricted debts by establishing a system of controlled credit and 
has weakened the vicious system of money-lending, that used to prey 
upon the ignorance of the peasant. Non-credit side of the movement 
is also receiving increasing attention and it has conferred consider¬ 
able moral and material benefits on the rural classes. 

12. Defects of the Movement- This, however, does not mean 
that serious defects do not exist in the working of the movement. 
Among the alleged defects 1 are :— 

(a) Want of due supervision ; (b) undue delay in financing ; 

(c) financing more on the basis of assets than on paying capacity ; 

(d) indiscreet loans ; (?) contumacy of borrowers ; (/) unpunctu¬ 

ality in repayment ; (g) restriction of loans to a few favoured indi¬ 
viduals ; (h) dishonesty and incompetence of Government, bank 

and society officials ; ( i) bad selection of members ; (j) mem¬ 

bership spread over too large an area ; (A) concealment of old 
debts ; (/) faulty constitution ; (w) internal dissensions ; ( n) in¬ 
adequacy of funds ; (o) preponderating influence of one or a few 
members ; and (p) general lack of interest of members in the affairs 
of the society. 

Further the difficulties of the movement have been increased 

by: 

(£) The tendency to officialize the movement too much, and 
leave too little to private initiative ; 

(it) the eagerness of too enthusiastic organizers to rush the pace 
of the movement at the expense of intensive development; 

tin) the opposition of the money-lending class, which has been 
growing in persistence ; 


* l, 0. K. Iyengar, op. ©it., pp- 401-2. 
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(iv) a few of the members monopolizing the work and leaving f 
too little room for the incentive of others ; and 

(v) abuse of power in the collection and distribution of funds. 

# A fundamental defect of the movement is that the element of 
thrift is very small and hence dependence on external sources of 
finance is disproportionately large. There was also the difficulty of 
getting persons with ability and requisite knowledge of the technique 
of co-operation to run the co-operative institutions on sound lines. 

The above-given defects and dangers are merely symptoms of the 
basic shortcoming—t.e,, the absence of the co-operative spirit. There 
was only a dim appreciation of the full possibilities of the movement. 
In Western eountries much more is expected of co-opeiatiou than 
mere material well-being through the supply of credit and other needs 
of the farmer. It is expected to transform the whole human being, his 
personality, character, attitude to the community and attitude to 
life 5,1 Co-operation in India has failed to achieve anything of this 
sort. What is the reason ? The basic reason is that there arc 
certain conditions which are necessary for its success. These condi¬ 
tions are present in countries where co-operation has worked success¬ 
fully ; they are absent in India. Further, the implications of un¬ 
limited liability were only imperfectly understood. Moreover, the 
smallness of the size of the primary unit, the absence of strong 
central institutions, too much reliance on honorary workers and, 
more than all, the fact that credit was not properly linked with 
marketing, purchase, and production brought about the ruin of a 
large number of societies. 

13. Lines of Reform. The most remarkable results have been 
achieved by co-operation in Denmark, where, as 1ms been pointed 
out by Sir John Russell, “the four essential conditions” of success 
are all present:— 

(!) The village population is homogeneous ; there is nothing 
corresponding to caste distinctions. 

(2) The cultivators are all literate. 

(3) People's High Schools teach the cultivators better living 
both in the home and the village and inculcate ideas of corporate 
responsibility. 

(4) The co-operative societies are mostly trading societies, 
taking over the produce from the cultivator and selling it lor him. 
As depositors the members provide a substantial part oi the funds ; 
it is their own money that is lent to the membeis, and in consequence 
each borrower feels the necessity of repayment.” 1 2 

These conditions are absent in India and we have to create 
them. For one thing co-operation short ol wholesale socialism is 
the only hope of our rural masses. That co-operation can succeed 

1. “Co-operative Action in Kuial Lite.” Survey by International Labour 
Office, p. 30. 

2. Bussell Report, p. 63. 
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this country is evident from certain excellent results achieved by% 
some provinces, especially in the non-credit field. Cotton and gur 
sales societies of Bombay, consolidation of holdings societies of the 
Punjab, sugarcane supply societies of the U. P. and Bihar and irriga¬ 
tion societies of Bengal can bear comparison with the best*of their 
kind in the world. 

Certain immediate reforms have been suggested by the Agricul¬ 
tural Credit Department of the Reserve Bank of India. 

(i) Scaling down of overdoes and arranging for their payment 
by means of instalments over a period of years. In the meantime 
fresh finance should be supplied for cultivation and other necessary 
expenses, preferably in kind. 1 

(n) Societies should build large reserves by increasing the 
margin between borrowing and lending rates in order to enable them 
to tide over unfavourable seasons and to meet unexpected loses. 

(Hi) Loans should, as far as possible, be given only for produc¬ 
tive purposes, though care should be taken that too much rigidity 
in this connection does not throw the cultivator at the mercy of the 
money-lender. 

(it') Reconstruction of the primary credit society to make it a 
multi-purpose society. 

(v) Primary societies should be federated into small Banking 
Unions (as at Kodinar in Baroda State), so that the functions of 
finance, supervision and education, which are now in the hands of 
a number of agencies are concentrated in the hands of one agency. 

(vi) Special attention should be given to the development of 
co-operative marketing of agricultural produce. 

(vii) The central and provincial co-operative banks should be 
reorganized. “The larger and unwieldy central banks should be 
split up into suitable banking unions, even if the central co-operative 
bank is to be retained.” The central banks should guide and assist 
the primary societies in their operations and the training of the 
members in the principles of co-operation. Similarly, the provincial 
banks should play a larger part than hitherto in the guiding of the 
movement. These central institutions, moreover, should maintain 
adequate liquid reserves and should establish closer contacts with 
first-class commercial banks, to be of greater service to the primary 
societies and the movement as a whole. 

(viii) Finally, arrangements should be made for intensive 
train ; ng of the staff of the co-operative departments in the principles 
of co-opeiation, rural economics and banking. 8 

(ix) The societies should tap local savings to a much greater 
extent. This would enable them to work better as autonomous 
institutions and lend to the members at cheaper rates. 

1. Refeive Bank's Raview, op, cifc, pp. 16-7. 
a. Far da tails tea Raaanra Bank's Review Chaptar VII* 
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(x) The central institutions should gradually eliminate indi¬ 
vidual members and make institutions truly co-operative in cha¬ 
racter* 

(xi) The Co-operative Banks should curb their profit-making 
propensity from commercial banking and pursue true co-operative 
interests, 

( xii ) To facilit ate land reform measures it is suggested that 
a central institution be established for supplying long-term finance, 
under-writing the debenture issues of the smaller land mortgage 
banks, providing them finance for specific purposes etc. 

The Co-operative Planning Committee advocates an element of 
compulsion and positive and vigorous government guidance and 
control which, according to some, offends against the root principle 
of co-operation which stands for democracy and autonomy. + 

The State Governments have been in recent years taking steps 
to rectify the defects of the movement and to bring about its con¬ 
solidation. The financing institutions ha\e been constituted. 
The societies have been graded according to their financial sound¬ 
ness. The weak societies have been weeded out. Credit has been 
linked up with marketing as in the Madras scheme of ‘controlled 
credit’ aeeordingdo which a loan is given on the agreement that 
the produce wull be sold only through the Co-operative Society. 
Central societies like the Central Wholesale Societies, the District 
Marketing Unions, Marketing Federations etc., have been established 
for the support of primary societies. The functions of the societies 
have bton widened. Training classes have been started to impart 
training in administration of societies. Efforts are being made to 
familiarise the people with the principles of co-operation. The 
debt legislation undertaken by the various states have created a 
proper climate for the growth of the co-operative movement. 

14. New Trends and Future Possibilities. We are now in a 

positkn to indicate the general trends and the futuie possibilities of 
the movement. 

In tlie first place, an important trend is the shifting of the 
emphasis from the credit activity to the productive and distributive 
functicns or to its umlti-purpcsc potentialities. Whereas between 
1938-39 and ]94fi-40 the credit societies increased by 32*4%, increase 
in non-credit societies was 98*2%. Also, the consumers’ movement 
is getting strong especially in Madras, This is mainly duo to the 
conditions created by the war. Again, the military and civil needs 
of the country during the war Jed to the birth of many new types of 
producers’ societies and the extension of the old ones, e.gf., weavers’ 
societies, milk supply unions and societies, cane-growers’ societies 
and several others for cottage industries. Secondly, the activities 
of the societies represent a more integrated approach to rural pro¬ 
blems. The “idea of co-operation as the expression of the corporate 
life of the village community is coming to be more and mom 
embodied in the village multi-purpose co-operative”* Thirdly, 
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thetre is evidence of an increasing element of compulsion to accelerate 
the development of the movement. Fourthly, the movement has 
begun to play an increasingly important role in the national 
development schemes. Co-operation seems to have become an 
integral part of National Economic Plan, Finally, central banks are 
inclining towards commercial banking. 

There are immense possibilities for the establishment of 
societies for the improvement of production, marketing and for the 
promotion of subsidiary occupations and the elimination of the 
costly chain of middlemen. The marketing societies can help in 
securing a fair price for agricultural produce. There is room for the 
multiplication of ghee societies, milk societies and fruit-growers* 
associations. There is also a good scope for societies for poultry 
farming, bee-keeping, fruit canning, leather, hardware, silk, horn 
and bone industries as well as for paddy husking, oil pressing, soap-, 
making, glassware, toy-making, etc. The central banks have now 
ample funds to promote many-sided co-operative movements. The 
land mortgage banks finding no demand for advances for debt re¬ 
demption can now play a fruitful role in promoting small-scale 
irrigation works and mechanized cultivation. There is a bright 
future for co-operative housing societies as there is a serious shortage 
of accommodation. Transport co-operatives and labour co-operatives 
too offer a good field and so also co-operative insurance. So far 
credit has touched only one aspe ct of cultivators’ life. We must now 
turn to olher aspects by starting multi-purpose societies. Co-opera¬ 
tion should be used as an instrument of democratic planning in free 
India. 

The Co-operative Movement can be used as a powerful lever 
for the social uplift of the community. The co-operative law in 
India docs provide for setting aside a portion of the profits to be 
utilised on social services. Accordingly eo operative societies in 
India are spending some amounts for promoting literacy and for 
providing health and smitarv services. The work of a small 
society in Thogatagere (Mysore) and East Khandesh Maratha Vidya 
Prasarak Co-operative Samaj in Bombay js noteworthy. But the 
social and welfare activities of the movement in India have not 
created much impression yet. According to a Reserve Bulk report, 
“the attention devoted by co-operatives in India to social service 
and community activities is negligible and nothing to be compared 
with what is being done in the West.” In all Western countries the 
co-operative movement has become linked with the general life of the 
^community. Vast sums of money are being spent on social, cultural 
and recreational activities. In England £150,000 to £200,000 are spent 
by co-operatives for charitable purposes. The social and spiritual 
value of the cooperatives is being specially emphasized in America 
where “they are putting a soul into the economic system, a soul 
which puts service first and profits second.” In India the move* 
ment possesses vast potentialities in the direction of social services. 
India is a land of villages which have been long neglected. The 
villages live in the midst of poverty, squalor and ignorance. Let 
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our co-operatives make village uplift in all its aspects their primary 
aim. 

15- Plans for the Development of Co-operatives. AH States 
have given important place to co operation in their economic de* 
velopment plans. Far-reaching plans have been prepared to 
strengthen and expand the Co-operative Movement. Institutions are 
proposed to be set up for the training of staff. Spread of multi-purpose 
co-operation is being given special emphasis. Bombay has planned 
to cover 60% of the rural population with multi-purpose co¬ 
operatives in the next 15 years. In the U* P. blocks of villages are 
being taken up for intensive development work. In 1948-49 noarly 
5,000 multi-purpose societies have been organised. The Co-operative 
Planning Committee of 1945 recommended a target of bringing 60% 
of the villages and 30% of the rural population within the orbit of 
the movement. Pilot schemes are being launched. 
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tical Adviser, Ministry of Agriculture. 

11 . “Outline Paper on Co-operatives in India 0 prepared by 
Ministry of Apiculture for the F. A. O, 
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12. Report of the Co-operative Sub-committee appointed by 
the Government of India, 1948. 

13. Report of the Agricultural Credit Organisation Committee, 
Bombay, 1947. 

14. Co-operative Farming in Bombay, 1946. 

15. *The Indian Co-operative Review. 

16. The Bombay Co-operative Quarterly. 

17. The Madras Journal of Co-operation. 

18. The U. P. Co-operative Journal. 



CHAPTER XIV 

THE STATE IN RELATION TO AGRICULTURE 

1. Introduction. In a predominantly agricultural country 
like India with economically poor and intellectually Hi-advanced 
peasantry, the duty of agricultural development devolves upon the 
shoulders of the State. We have already discussed some of the 
functions which the State performs in relation to Indian agriculture, 
apart from the above basic functions. The State has constructed 
huge irrigation works, extensive roads and railways ; it provider 
credit for agricultural improvements, though on a limited scale ; 
it has initiated, and it controls and supervises, the co-operative 
movement ; and it has passed many legislative measures for the pro¬ 
tection of the tiller of the soil from the rapacity of the money-lender 
and the landlord. Moreover, through its Medical, Public Health 
and the Veterinary Departments, it seeks to preserve and improve 
the health of the agriculturist and his livestock. With reference to 
the latter, it has established and maintained special cattle-breed¬ 
ing farms to improve the breeds. The Education Departments also 
do their little bit to spread literacy in the rural areas There are 
certain activities of the State ; however, that still remain to be 
discussed, and discussed with a certain amount of detail. 

(a) Activities in connection with the improvements in the, methods 
of agriculture . They are undertaken primarily by the Provincial 
Agricultural Departments with valuable help from the Central 
Government agencies and institutions. These involve {%) agricultural 
research, with regard to seed, manure, implements, pests, diseases, 
etc.; ( ii ) agricultural education, aiming at producing agricultural 
research workers, officers for the Agricultural Departments and 
practical farmers ; (Hi) popularization of results achieved through 
research by propaganda, distribution of seeds and implements, etc. 

(b) Rural Reconstruction, This activity has wide scope involv¬ 
ing both official and non-official effort. It aims at raising the 
material, mental and moral level of village life as a whole. It brings, 
through suitable agencies, to the door of the villager, in a practical 
form, the benefits that the various beneficent departments of the 
Government can confer on him. 

(c) Famine Relief Policy. This aims at the relief of distress 
among the rural classes arising out of the failure of crops due to 
failure, scantiness or untimeline^s of rainfall or any other reason. 

(d) Land Revenue Policy , This concerns primarily not what 
the State gives to agriculture, but wbat the State demands from it. 
But it may have a relief aspect, wtien during periods of agricultural 
distress the State may reduce, suspend or remit the land revenue 
charges* 

i 2y Agricultural Policy. For a long time the policy of Govern* 
ment of India towards agriculture has been one of apathy and drift* 
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The East India Company was interested in commerce rather than 
agriculture. After the Mutiny, when the Crown replaced the 
Company the main objective of the British policy was administra¬ 
tive consolidation rather than economic regeneration. A series of 
severe famines that occurred in India in the last quarter of the 19th 
Century roused the Government to the need of looking into the ills 
of Indian agriculture. The Famine Commissions of 1880, 1898 and 
1901 arid the Irrigation Commission of 1903 made constructive 
suggestions for the improvement of agriculture in India, But the 
Government policy was mainly confined to palliatives like revenue 
remission, famine relief and taccavi loans. The report of Dr. J. A. 
Voelcker of the Royal Agricultural Society in 1889 drew pointed 
attention to the problems of Indian agriculture and also to the 
measures that ought to be taken to tackle them. 

in the beginning of the present century the Government seems 
to have abandoned its attitude of passivity and was prepared to 
play a more positive role as is evidenced by the passing of the Co* 
operative Act in 1904, the establishment of the Central and Prov- 
vinoial Departments of Agriculture in 1905 and the constitution of 
All-India Agricultural Service in 1906. Since 1919 when agriculture 
became a provincial subject, the Central Government confined its 
activities to “superintendence, direction and control” of the work 
of the provincial governments. But as fiuince was a “reserved” 
subject, the agriculture ministries were not able to do much After 
the advent of provincial autonomy in 1937, the ministers evinced 
lot of enthusiasm but in most of the provinces the ministries were 
short-lived, and they confined their attention to problems like 
tenancy reform and protection of’ debtors and little was done for the 
improvement of agricultural operations. On the whole, the go\ern- 
mental activities in agricultural sphere have produced little im¬ 
pression, for the total Government expenditure on the improvement 
of agriculture is ludicrously small, considering the area under culti¬ 
vation in India and the number of people involved. World War XI 
brought the agricultural problem to the forefront. India’s pitiful 
dependence on foreign food supplies has aroused our Government as 
never before, and determined efforts are being made to meet this 
menace. Food production and procurement have become top 
priorities and gigantic irrigation projects are under way in almost all 
States (provinces) in addition to the work which is being done in 
the prosecution of the “Grow-More-Food campaign.” Our problem 
is to convert agriculture from a deficit to a surplus economy add 
thus to rehabilitate this ancient and vital industry. Freedom from 
want can wait but not freedom from hunger, A new orientation 
of agricultural policy is needed in which the Central Government 
must play a far more active part than it has done hitherto. 

Our trouble all along has been that from the Reforms of 1919 
onwards, 'while the main responsibility of agricultural development 
was being shifted from the Centre to the provinces, the main expand* 
ing sources of revenue were being preserved for the Centre, and the 
provinces had to rely on those sources of revenue (mainly land 
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revenue) which had very little scope for expansion. In fact land 
revenue burden had to be reduced if the burden of taxes was to be 
distributed equally. No wonder, therefore, that the Provincial 
Governments could do very little bo stimulate agricultural progress. 
The most they have done in recent times is to adopt certain protec¬ 
tive measures to save the tenant from exploitation by the money¬ 
lender, the landlord and the middleman. 

An event of great importance for the agriculturist during the 
period between the two wars was the appointment of a Royal Com¬ 
mission on Agriculture. It is necessary to know something about 
this Commission. 

3. The Royal Commission on Agriculture. A Royal Com¬ 
mission was appointed in 1926 “to examine and report on the present 
conditions of agricultural and rural economy in British India and to 
make recommendations for the improvement of agriculture and the 
promotion of the welfare and prosperity of the rural population and 
in particular to investigate— 

“ (a) the measures now being taken for the promotion of agri¬ 
cultural and veterinary research, experiment, demonstration and 
education; for the compilation of agricultural statistics ; for the 
introduction of new and better crops and for improvement in agri¬ 
cultural practice, dairy farming and the breeding of stock ; 

“ (b) the existing methods of transport and marketing of agri¬ 
cultural produce and stock ; 

“ (r) the methods by-which agricultural operations are financed 
and credit afforded to agriculturists ; 

“ (d) the main factors affecting the rural prosperity and wel¬ 
fare of the agriculture] population ; and to make recommendations.** 

The problems of land revenue and land tenure were excluded 
from the scope of the Commission’s inquiry, although these are 
among the basic problems of Indian agriculture. The Commission 
issued a comprehensive report in 1928. 

The recommendations of the Commission cover a very wide 
field including subjects like sub-division and fragmentation of hold¬ 
ings, improvement of livestock, irrigation, marketing, co-operation, 
rural education and rural reconstruction. Generally speaking the 
aim of the recommendations has been to bring about greater effici¬ 
ency throughout the whole field of agricultural production. In order 
to render the business of farming more profitable to the cultivator, 
the Commission emphasized the necessity of widening the outlook of 
the peasant and stressed the importance of Government initiative 
in promoting agricultural progress. One of their basic suggestions 
was that “the rural problem should be tackled as a whole in all its 
various aspects simultaneously*\ A very important recommendation 
of the Royal Commission was for the creation of the Imperial Council 
of Agricultural Research. 
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4 The Functions of Provincial Agriculture Departments. For 

•detailed study of the work done in the various provinces read State 
Aid to Agriculturists in India , issued by the Reserve Rank of India, 
"The work of improving agriculture is mainly that of the provincial 
governments, the Central Government being merely a co-ordinating 
agency furnishing the necessary drive, guiding and directing the pro¬ 
vincial governments. 

S The main functions of the provincial department comprise the 
j supervision and control of (a) Agricultural Education, ib) Agribul- 
| tural Research, (c) Demonstration and Propaganda, ( d ) Technical 
I improvements, and (e) Distribution of improved seeds, implements 
\ -and artificial manures, etc. 

Let us consider these functions in some detail. 

5 Agricultural Education. Instruction in agriculture is im¬ 
parted at different levels. At the x>riinary stage agricultural bias is 
nought to be given by means of nature study. In Bombay, agricul¬ 
tural middle schools have been opened to impart practical training 
in agriculture and the trainees are expected to go back to the land 
after completing their course. In some provinces like the Punjab* 
agriculture is taught as a subject in vernacular middle schools and 
the high schools. There is also a provision for F. Sc. in agriculture. 
Advance course in scientific agriculture is provided in the agricul¬ 
tural colleges at Poona, Coimbatore, Nagpur, and Kanpur. The 
counterpart of Lyallpur College (W. Punjab) has been started at 
Ludhiana in the Punjab (1). Post-graduate training in agriculture 
is imparted at the Indian Agricultural Research Institute, New 
Delhi. These colleges have provided staff for administrative posts 
in the agriculture departments ; in very few cases have they pro¬ 
duced the modern farmer. 

Agricultural colleges impart agricultural education both theo¬ 
retical and practical. They also carry on research on agricultural 
problems, either independent 1 }’, or under the guidance of the Indian 
Council of Agricultural Research, if the subject is of all-India impor¬ 
tance. The research relates to the evolving of better varieties of 
seed from the point of view of yield and resistance to disease and 
<Irought, to which crops are subject, better implements and manures, 
etc. The results of this research are then tested on experimental 
farms, attached to the colleges or the research institutes. 

6. Agricultural Research. According to the recommendation 
of the Royal Commission, the Imperial Council of Agricultural 
Research was established in 1929 “to promote, guide and co-ordinate 
agricultural research throughout India, and to link it with agricul¬ 
tural research in other parts of the British Empire and in foreign 
countries.” It acts as a clearing house for scientific information. 
This Council works through two organs ; (a) a Governing Body to 
manage the funds, etc., and other affairs and ( b ) an Advisory Board 
to examine proposals for research and submit them to the Governing 
Body. 
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The Council mates grants for specific purposes to universities 
and provincial Departments of Agriculture for research along 
approved lines. The Council usually does not undertake direct 
investigation but in two cases it has undertaken direct control They 
are (i) the cost of production, especially of cotton and sugarcane, and 
(n) statistical control of agricultural experiments. Several schemes 
of the Council have been carried out through the various institu¬ 
tions. In the words of the Russel Report, ‘A vast amount of 
primary work extending over a wide range has been accomplished.” 
The Report recommended that “a stage is now reached when a 
reorientation of the Council’s activities should be considered ” 
The great need of the hour is “a fuller use of existing knowledge 
rather than the accumulation of mere knowledge for work on the 
cultivators’ field rather than in the laboratory,” 

Following the recommendations of the Russel Report, the 
Council of Agricultural Research has undertaken an examinat on of 
the methods of demonstration and propaganda at present in use. It 
has now put forward a scheme known as the “project method” which 
aims at putting across a whole group of tested improvements simul¬ 
taneously, instead of one item as hitherto, and to observe the com¬ 
bined effects of all these on the cultivators’ income and on the land. 
The improvements will be carried out by the cultivator himself 
under the supervision and guidance of Government officials. Shirala 
project in the O.P. covering 300 acres and embracing about ten 
villages is one such project which involves the use of the be^t 
method of cultivation, best seeds, manures, iirigatum, drainage, 
measures against pests, best marketing methods, beat livestock and 
the fullest application of the oo-operathe principle. 

A monthly journal is published by the Council for the dis¬ 
semination of the results of research. 

The Council has done useful work in improving rural lib 1 and 
in making Indian agriculture and animal husbandry more paying. 
It has organized co-ordinated research and subsidized village project 
schemes embracing all important aspects of agriculture and animal 
husbandry. Regional Committees have been set up to focus atten¬ 
tion on problems of regional importance. 

By spending about Rs. 1*25 erores it has evolved improved 
strains of rice, wheat and other cereals during the last 20 years 
which have yielded a return of about Rs. 29 erores. Evolution 
of a purple variety of rice have successfully met the menace of rice 
weeds and led to tremendous saving which in Chattisgarh Division 
of the C,P. alone has amounted to 20,00,000 maunds of paddy. 
Reasonably rust-resistant types of wheat have been evolved. The 
wheat rust has devastated large areas and the annual loss is esti¬ 
mated at Rs. 6 erores. As for millets, 20% increase in the yield of 
jowar and 30 per cent in bajra has been obtained. Work has been 
initiated in respect of maize too. Wilt-resistant varieties have been 
evolved in pulses and selected varieties of grams have yielded 
$0 to 30% increase over local variety. Schemes for the production 
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of fruits in a number of states (provinces) have been subsidized. 
Investigations have been conducted with organic and inorganic 
manures, farmyard manure, cattle dung, comport and oil-seeds 
making 5,000 trials on various crops. Ammonium sulphate has 
increased the yield by 70 per cent in the U.P. and Kashmir ; maxi¬ 
mum increase has been in oil-cakes viz. 110—190 per cent ; a heavy 
application of green manure (60—80 lbs. Nitrogen) has given in 
certain cases over 100 per cent increase. 

More than 100 schemes covering all aspects of animal husbandry 
are in progress. The main emphasis has been on the control 
of diseases, the chief being the rinderpest. Methods of im¬ 
munization are being extensively used. Disease investigation officers 
have been engaged in all states (provinces). A complete veterinary 
survey has been conducted. Parasitic diseases received early 
attention. A devastating sheep disease called ‘Oillar’ has been 
successfully located by a simple method. Basic information con¬ 
cerning animal feeds also has been collected. It has been found, 
for example, that feeding value of rice is enhanced by washing and 
that fish and boneineal can be used in our climate with impunity. 
Aquatic and monsoon grasses have also received attention. It has 
been established that unbalanced diet is more injurious to animals 
than adverse climate. Research in cattle breeding has resulted in 
the production of improved sires. Breeding research in sheep has 
been directed to the production of finer wool. Poultry breeding 
research has shown that Western birds can be acclimatized and pro¬ 
duction and yields of local birds can bo increased by cross-breeding. 

Research in dairying has resulted in the production of vege¬ 
table rennet and manufacture of lactose as a cottage industry. 
Methods of neutralizing high acidity of ghee by the use of lime and 
of detecting adulteration of ghee with vanaspaii have been discover¬ 
ed. simplified and improved ghee boiler and improved village 
utensils have been designed. 

Research has been directed towards obtaining knowledge con¬ 
cerning indigenous varieties of bees, their domestication and ex¬ 
ploitation in the wild state, so that improved methods of bee¬ 
keeping can be taught to the villagers. 

A cheap dressing of hides and skins has been discovered. 

The Council has carried out schemes to improve the economic 
conditions of some villages. Successful experiments have been con¬ 
ducted in mixed farming and dry farming. It has improved the 
system of agricultural statistics and crop forecasting. 

The Governing Body of the Council in its 18th meeting held in 
Delhi on 31st January, 1949, made several important decisions re¬ 
garding fundamental principles of agricultural research including 
reorganization of research on regional basis, a comprehensive plan 
of crop cutting survey to estimate crop yields, mcxlel schemes of 
research on agronomic, varietal and manurial trials to assess optimum 
yields and setting up an Information Bureau to collect and dissemi¬ 
nate information on results of research. 
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When all is said it has to be admitted that the achievements 
of agricultural research have been very disappointing. In the words 
of the Russel Report, “In view of the fact that Indian experiment 
stations have been functioning for so many years it seems at first 
surprising that so little of the work done has found its way into the 
general body of agricultural science as expounded in standard 
treatise.” 1 The laboratory has failed to establish a living and organic 
link with the field. Unless “the stream of knowledge is duly can¬ 
alized so as to fertilize the actual fields and farms/ 5 its research 
work is of little use. Divorce between the farm and the laboratory 
prevents any fruitful use of the results of research. Hence better 
and Vigorous publicity is needed. In the second place, lesearch is 
Toeing conducted in an isolated fashion adH there is little co-ordina¬ 
tion. " n As in our agriculture, so in our agricultural research, ‘frag- 
mentation* has been the bane.”'* Another defect is that little 
attention is being paid to the economic aspect of agricultural research. 
Unless methods suggested are paying and their application is within 
the means of the cultivator, the research is of little avail. A close 
oo-ordination is also needed between agricultural research and 
economic research. Also, closer collaboration is required between 
the technical expert and the eeonr m<st. For instance, investigation 
into food crops must be conducted in consultation with human 
nutrition experts. Above all, as the Food Minister, Mr. Jairamdas, 
Remarked while addressing the 18th meeting pf the Governing Body 
of the Council, “Research should be inspired by a sense of relevance 
and urgency in view of the serious food situation ” 

7- Development Commission- The Russel Report has further 
-recommended that a Development Commission, which could be 
combined with the Council, should be set up. The Commission 
should plan large-scale improvements and suggest ways of laising the 
standard of living in the villages. It should take up the following 
problems: — 

(a) Soil conservation, deterioration and loss from soil exhaus¬ 
tion, soil erosion, salt and alkali. 

( b ) Crop production, especially the planning of cropping 
schemes, the balance between cash, food and fodder crops, the fusion 
of animal husbandry and agriculture, the improvement of grazing 
land, the taking of action on the results of marketing and other 
'economic enquiries. 

(c) The exploitation of discoveries or processes of commercial 
importance. The Commission should bridge the gap between the 
laboratory and the farm and give information and advice to the 
commercial body undertaking the work. 

( d ) The multiplication and distribution of seeds of approved 
varieties of crops and trees. 

(e) The improvement of village roads. 

I* Runael Report, p. 0. 

St. Nanavati and Anjaria : The Indian Rural Problem , p. 101. 



J.X1J&I 0Ai*AJ& XSX XillfJUAAAUIN iU maJ&ll’UJUJL KJJXXU 


-GW 


8. Demonstration and Propaganda. The next step after re- J 
search is to demonstrate the result on the model (or demonstration)* 
farm or on the cultivator's own field. It is also necessary to carry 
on a sustained and vigorous propaganda in favour of the now method 
when its success has been demonstrated under the very conditions 
in which the cultivator lives. The improved seed is produced on a 
large scale in Government farms or is purchased from private produ¬ 
cers. Similarly, modern implements are manufactured under Govern¬ 
ment supervision. Then arrangements are made to supply seeds, 
implements and manures to the cultivators through stores or depots 
maintained by the Government at convenient places. Co-operative 
Societies are also used as a medium of approach to the cultivator, 
Farmers’ weeks or fairs are organized by the department and agri¬ 
cultural assistants tour the countryside carrying the message of 
science to the remote villages. 

9. Technical Improvements. Introduction of improved varie¬ 
ties, control of pests and diseases, irrigation, prevention of soil 
erosion, better tools and implements, better rotation of crops and 
the use of more fodder crops with a view to obtaining more farmyard 
manure are some of the technical improvements effected in Indian 
agriculture through official agencies. About 80% of the total area 
under sugarcane and half of that under jute are sown by improved 
seed. Marketability m the case of commercial or cash crops and 
nutrition value in the case of food crops are the guiding principles, 
A nutrition expert has been appointed who serves as a liaison 
officer between the nutrition laboratory at Coonoor and agricultural 
research stations at Delhi. It is necessary to pay more attention to 1 
the cultivation of fruits and vegetables, especially the cheap varieties 
to suit the pockets of the villagers. Subsidiary industries connected 
with fruit preservation and the making of jams and pickles may also 
be encouraged. 

Lot of pioneering work has been done in the direction of control¬ 
ling pests. For this purpose time of cultivation or soil conditions may 
be changed, resistant varieties may be introduced or the pests may 
be destroyed chemically. Lavs have been passed in India against 
importing insect-infected plants and for taking measures against local 
pests. The evil has not yet been mastered. Sir John Russel sug¬ 
gested action by the Central Government for the eradication and 
controlling of pests. 

As for irrigation, care has to be taken against Water-logging 
as, in the words of Russel Report, “behind every large irrigation 
scheme there lurks the spectre of the alkali problem.” The Agricul¬ 
tural Departments in co-operation with the Forest Departments are 
trying to tackle the serious problem of soil erosion which occurs 
not only in regions of heavy rainfall but also in dry regions, Efforts 
are being made to provide better manures and fertilisers. The 
Government has its own fertilizer factory at Sindri. India’s need 
in this connection has been estimated at 350,000 tons. New tools 
and implements are being designed. The introduction of improve 
ploughs has made fairly rapid progress. 
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The Reserve Bank publication on state aid to agriculture ' 
f thus sums up the work of the Provincial Governments : The 
measures adopted by the Provincial Governments include enact¬ 
ment of laws to control money-lending, to scale down debts, 
and ensure fixity of tenure; starling of grow more-food schemes, 
and the giving of free grants, loans and subsidies in this connection;, 
•distribution of improved seeds, manures and fertilizers on a sub- - 
sidised basis ; starting of irrigation schemes ; attempts to grow more < 
fruit and vegetables ; efforts to improve the quality of the live- 
stock and so forth. 

10. The Results Achieved. The Provincial Agricultural 
Departments and the Council have done useful work in connection 
.with agricultural improvement. This work relates to introduction 
.of better varieties of crops, improved methods of cultivation and 
manuring, better met hods of harvesting and handling, measures 
to deal with locusts, operations in the production and use of pro¬ 
tective sera and cattle improvement, encouragement of consoli¬ 
dation of holdings, improvements as regards soil management and 
the use of fertilizers, etc. 

The most important work, however, relates to the improved 
quality seeds of the various (Tops. The latest available figures 
show that the area under improved varieties of crops m British India 
is about 10 per cent of the total sown area. In the Indian States 
this percentage is only 1*3. But the percentage varies considerably 
as regards individual crops, the highest pot cent age bemg in the 
case of sugarcane and jute. 

According to Sir Bryce Burt, ex-Vice-Chairman, Imperial 
Council of Agricultural Research, the achievements in this connec¬ 
tion during the decade following Agricultural Commission, were 1 : — 

(i) The average yield ol cotton m the quinquennium 1932-37 
was 308 lbs. per acre as compared with 90 and 95 lbs. in the two 
previous quinquennial periods. As for the improvement m quality, 
in the three years 1927-28 to 1931-32 short-staple cotton, «>., below 
7,8" formed 75 per cent, of the whole, and mediumpie 25 per 
cent, while in 1938-39 the figures were ; short staple 03 per cent, 
medium staple 32§ per cent and long staple per cent. 

(ii) In the case of jute in 1937-38 the area under departmental 
varieties was 1,763,000 acres out of a total of 2,889,000 acres. 

(iii) The remarkable expansion of the groundnut crop has con¬ 
tinued and India is the world's largest producer and its second ex¬ 
porter, despite the (mormons internal consumption. The crop spread 
from 3,000 acres in 1900 to 9 million acres in 1937-38. 

(iv) In respect of sugarcane, about 80 per cent of the total area 
was brought under improved variety by 1939, and the estimated 

1. Paper read before a joint meeting of the IndU and Burma Section of 
the Royal Society of Arts and the East India Association on I6tn June, 1942. 
Quoted by Nanavati and Anjaria, op. cit., pp. 89-90. 
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production per acre expressed as gur increased from IT tons in 
3927-28 to 14 tons in 1937-38. 

(v) As for rice, in 1937-38 the area under improved varieties 
itad reached 3,759,000 acres compared with 634,000 acres in 1927-28. 

(vi) Progress in wheat production can be seen from the fact 
that the total area under improved varieties just fell short o* 7 
million acres mark in 1937-38, this being nearly one-fifth of the 
total area. 

(vii) The tobacco industry, which was in its infancy in 1929, 
now employs about 2,500 flue-curing barns. Some 85 per cent 
of the total requirements of the Indian cigarette factories were pro¬ 
vided by Indian-grown leaf in 1938, and an important export trad© 
has now developed. 

These are impressive achievements, but in view of the immense 
possibilities, they only touch the fringe of the problem. As we 
have seen, only one-tenth of the cultivated area is under improved 
varieties. The per capita expenditure of Government of India on 
agriculture amounts to la. Bps. The provincial per capita expendi¬ 
ture on average comes to 91 annas. But this is nothing as compared 
with the equivalent of Rs. 77 per capita spent by the U. 8. A. on 
agriculture and Rs. 20 spent by Canada. No wonder the pace of 
development has been slow. Some writers regard this as inevitable 
under the circumstances. “Having regard to the small holdings, to 
the poverty and ignorance of the Indian peasant and the variability of 
the seasons in India, it is not possible to achieve large results 
quickly.” 1 The basic conditions of agriculture thus require a funda¬ 
mental change. “Indian agriculture,” according to Brij Narain, 
“needs a fundamental reorganization. Our experience during the 
world crisis suggests that the problem of Indian agriculture is too 
difficult to be solved by agricultural research and improvement. No 
real progress is possible without radical changes m the system of 
land-holding and the method of cultivation. Further, Indian agri¬ 
culture cannot be modernized unless means are found to divert 
surplus labour in the villages to manufacturing industries.”- Wo 
fully subscribe to this view. 

The Reserve Bank review of the measures adopted by the 
Provincial Governments comes to the conclusion : “While they 
give an undoubted proof of the great anxiety of the Government to 
remedy in all possible ways the ills that the Indian agriculturist has 
been long suffering, the measures adopted therefor are more or less 
exploratory in character.” 

v 11) Rural Reconstruction* What in Rural Reconstruction ? 
Rural -Reconstruction or Rural Uplift, as it is sometimes called, 
is a movement for the rehabilitation of Indian rural life. It has 
a material, an intellectual and a moral aspect. Materially it seeks 
to improve the health and raise the standard of Jiving of the agricul* 


3, GacLil: Industrial Evolution in India, p. 237. 
2, Biij .Narain j India Before the Crisis, p. 141. 
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tural classes. The former is achieved by encouraging better sanita¬ 
tion and by the provision of medical aid. To realize the latter, 
better methods of cultivation, finance and marketing are popularized. 
As regards the mental or intellectual aspect, educational facilities 
are provided for boys, girls and adults. Information and instruction 
are also made available through the radio, cinematograph, and 
lectures and demonstrations by touring parties. The moral aspect, 
however, is the most fundamental. It seeks to awaken the will of 
the Villager, to make him conscious of the value of his personality 
and individuality. Tt aims at creating in him the desire for self-im¬ 
provement and self-discipline by individual and collective action. The 
object is to free him of the inhibitions that are obstructing the way 
of his self-realization. It seeks to release his pent-up energies by 
removing defeatism, superstition, baseless fears created by centuries 
of depression and oppression. In a word, it seeks to change his 
entire outlook on life. 

The Genesis of the Movement . The various departments of 
Government—Agriculture, Co-operative, Irrigation, Forest, Veteri¬ 
nary, Education, Health and Medical—had been trying in their own 
way to .help the countryside in matters falling within the respective 
jurisdiction of each. It was found, however, that the officers of each 
of these departments, acting more or less in water-tight compart¬ 
ments, were not able to produce in the villager any urge for pro¬ 
gressive action. Too many agencies confused him, and their pres¬ 
criptions, sometimes conflicting, did not inspire confidence. He was 
not made to see his problem as a whole. He regarded them as 
periodic visitors, the agents of a far-off Government, who Were to be 
welcomed, fed and given a respectful send-off. It was a case of too 
many cooks spoiling the broth. 

It was realized, first vaguely, and during the Great Economic 
Depression more definitely, that if adequate and lasting results 
Were to be achieved, the village problem which was the problem of 
poverty, ignorance, illiteracy, dirt, disease and general apathy, 
must be tackled simultaneously as one problem. The Royal Com¬ 
mission in 1828 had already expressed the view that “if inertia of 
the centuries is to be overcome, it is essential that ail the resources 
at the disposal of the State should be brought to bear on the 
problem of rural uplift and sustained effort should be made by all 
those departments whose activities touch the lives and surroundings 
of the rural population.” 1 

12. Rural Reconstruction in the Punjab. It is to Mr. F. L. 

Brayne, I. C. S., that goes the credit of starting the Rural Uplift 
Movement on a mass and organized scale. His first experiments 
were made in Gurgaon district of the Punjab, while he was the 
Deputy Commissioner of that district. He introduced there the idea 
of a village guide in each village, who was to act as a channel 
through which advice of experts in various departments would pass 
on to the villagers. The scheme did not produce results according 


1, Report, op, cit., p. Sft. 
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to expectations. As Mr. Darling pointed out, 1 the village guides 
were "hurriedly selected/’ "insufficiently trained” and "inadequately 
supervised.” On account of their extreme youth, they failed to 
command any influence with the villagers. Moreover, proper atten¬ 
tion was not paid to the study of details of local conditions. 
There was too much intensive but crude propaganda and too little 
real teaching. Thus very little of permanent value was achieved. 

The Rural Reconstruction Movement gathered great momen¬ 
tum during the period of the Great Economic Depression. In the 
Punjab the services of Mr. Brayne were utilized for this purpose, 
and he was appointed Commissioner, Rural Reconstruction, in 
October 1933. In 1935-30 the Government of India announced a 
grant of Rs. 1 crore for distribution to the provinces, to be spent 
on schemes of economic development and improvement of rural 
areas. This gave considerable stimulus to the Rural Uplift move¬ 
ment in the various provinces. The movement, however, was con- 
ducted with the greatest vigour in the Punjab under Mr, Brayne. 

The programme chalked out by Mr. Brayne aimed at the follow¬ 
ing practical steps : 

(а) Health: 

(1) The provision and utilization of pits for waste and rubbish 
of all kinds and the cleaning and keeping clean and tidy of every 
village, compound and building, be it house, office, school, plaoe of 
worship, residence or stable. 

(2) Cleanliness of person and clothes, particularly of children, 
and the teaching and practising of clean and sanitary habits* 

(3) Two ventilators each for every inhabited room, 

(4) Complete vaccination and revaccination. 

(5) Control of malaria by making it impossible for mosquitoes 
to breed in any pool, drain, bole, borrow pit, or collection of water 
in any building, compound or village or along the line of any public 
work. All depressions not used for washing or drinking purposes 
must be either filled, drained, or treated with oil. 

(6) Provision of trained dais . 

(б) Farming : 

(J) Better seeds, particularly for wheat, cotton and sugarcane. 

(2) More attention to the land in the shape of better imple¬ 
ments, better methods, more ploughing and weeding, new and more 
profitable kinds of crops, sowing cotton in lines, control of insect 
pests, levelling and embanking of fields in hilly and undulating 
country. 

(3) The improvement of cattle by making the buying and keep¬ 
ing of an improved bull the fashionable thing for a country gentle¬ 
man to do. 


1. M. L, Darling s Rueticun Loquitur, pp. 121-28, and 
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(4) Control of cattle diseases by segregation of cattle eoming 
from fairs and other villages. 

<c) Miscellaneous : 

(1) The abandonment of the custom of boring holes in child¬ 
ren's ears and of putting gold or silver ornaments on children. 

(2) Thrift, saving and cutting down of all unnecessary and 
unproductive expenditure, particularly on litigation and taction 
quarrels, social ceremonies, ornaments and drink. 

(8) Outdoor games and healthy recreation both for children 
and grown-ups for improvement of health and for the occupation of 
spare time. 

(4) Girls 1 education, as the only permanent basis of all happi¬ 
ness and progress in town and village alike. 

The means of attaining the ends were laid down as follows :— 

(1) Well-organized publicity to spead the knowledge of what 
has to be done. 

(2) Better schools, provision of playgrounds and gardens, 
better games and physical training, insistence on the practice of 
cleanliness and on the teaching of health knowledge. 

(3) All forms of association, co-opera the and otherwise, that 
can he used to bind people together for their own betterment. 

The work was actually done on these lines and varying success 
wasadiieved under different heads. But the movement was not 
spontaneous. Bravne admitted that ‘‘this work is being done 
practically entirely by official inspiration, drive, persuasion and 
even order." If Government's special efforts ceased, all progress 
would come to a standstill and the results already achieved would 
vanish. 

To quote Bravne again : To achieve permanence, properly 
supervised village organizations are required and to achieve sponta¬ 
neity and to assist permanence, the work must be made part of 
normal village life." The co-operative society, the village panehayat 
and the bigger landlords must create' in the minds of the mass of 
the village the desire to improve their position. Unless that desire 
is created no improvement- can be lasting. 

The rural reconstruction work has now been transferred to 1 ho 
Co-operative Department in the Punjab. A special Assistant Re¬ 
gistrar has been put in charge of it. The work is carried on through 
better living societies. 

13- Rural Reconstruction in other Provinces- The Govern¬ 
ments of other provinces also undertook activities on similar lines. 
A few words may be said about each of these provinces. 

(a) Uttar Pradesh, The Congress Government in the U. P. 
appointed a special officer for rural reconstruction work. A Pro¬ 
vincial Rural Development Board was created with the heads of the 
nation-building departments as members. The programme is carried 
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oxitby District Rural Development Associations, Rural reconstruc¬ 
tion units consisting of fifteen villages each are constituted* The 
work is done through the agency of better-living and better-farming 
societies and the panchayats. Their main activities consist of distri¬ 
bution of better seeds and implements, improvement in breeds of 
cattle, development of cottage Industries, improvement of village 
sanitation and water supply and building of better panchnyat-yhars. 

A distinctive feature of the U.P. scheme is the training of 
women workers at the Fyzabad Women’s Welfare Training Camp, 
They get instruction in girl-guiding, welfare work, handicrafts, care 
of children, etc. Selected women teachers are sent for training to 
this camp. After their training these teachers organize welfare work 
among village women. 

(b) Bombay. In Bombay the Rural Reconstruction Depart¬ 
ment was first combined with the Go-operative Department, later the 
two departments were separated. Rural development was partly 
put under the District Collector. Propaganda work was entrusted 
to the Agricultural and the (Jo-operative Departments. A Provincial 
Board of Rural Development was created for guidance and advice. 
Its membership, in addifion to a few nominated non-ofli hats, con¬ 
sisted of the Registrar of Co-operative Societies and the Director of 
Industrie's with the Minister in charge of Rural Development and 
Agriculture as chairman. Four committees were appointed to 
facilitate the Board’s work : (a) Agriculture and Livestock Com¬ 
mittee ; (b) Training and Propaganda Committee ; (c) Committee 
for Cottage Industries ; and ( d ) Committee for Backward Areas. 
District Rural Dovelpmont Boards were created to help them. 
The main agencies for development work are Taluka Development 
Associations, Better Panning Societies and other co-operative 
agencies. Their work consists of distribution of better seed and 
implements at concessional rates, improvement of cattle breeding, 
extension of dry farming methods, development of colt tge industries, 
improvement in sanitation, supply of medical aid and care of back¬ 
ward areas and tribes. 

(c) West Bengal. There is a separate Department of Rural 
Development under a director of Rural Reconstruction. The work 
is carried out by Union Boards, Village Uplift Societies and Belter 
Living Societies. The work consists of felling jungles ; repairing 

.roads, construction of drains, distribution of quinine, clearance of 
water hyacinth, distribution of seed and sinking of tube-wells. In 
the mam, rural reconstruction aims at improving living conditions, 
raising standard of diet, providing amusement and recreation ami 
encouragement of cottage industries. 

{d) Madras . In Madras rural reconstruction activities are 
looked after by District Boards. The agency is the village paneba- 
* yat. The main activities consist of improvement of sanitation, 
communication and water supply. An important feature is subsidized 
rural dispensaries. Other activities are distribution of better seed, 
Letter implements and construction of village godowns. 



212 


INDIAN ECONOMICS 


(e) Other Provinces. Among the other provinces, Bihar and; 
Assam are worth mentioning in this connection. In, Bihar a 
Rural Development Department was established in 1938. Four 
model centres with 20 to 30 villages each were started in each 
division. Intensive rural development work is carried out in them. 
Training is given in these centres to organizers to start work in new 
centres. The co-ordinating body is the Provincial Rural Develop¬ 
ment Advisory Board consisting of the heads of the nation-building 
departments. 

Work on sbnilar lines is being carried on in other States like 
Cochin, Mysore, Hyderabad, Baroda and Kashmir. 

14. Agencies of Work. Official , The rural reconstruction, 
organisation and activities follow similar lines in the various Statea 
(provinces) There is the controlling agency consisting of a separate 
department or portion of a department. Advisory Boards are 
formed of the heads of nation-building departments. There are 
supervising agencies which may consist of District Boards, Union 
Boards or Taluka Boards according to the local administrative 
machinery. Actual work is carried on by various kinds of co¬ 
operative societies like better farming and better living societies. 
In some cases village panchayats are becoming an important agency 
of work* Finances are provided mostly by the Government, and in 
some cases by panchayats also. 

Non-official Agencies. Much useful work is also being done by 
certain non-effioial agencies of which the most important are the 
All-India Spinners’ Association, the All-India Village Industries 
Association, the Servants of India Society and the Christian missions. 
Among the other agencies may be mentioned Go Seva Sangh, Srinik- 
etan at Bolpur (Bengal), Adarsha Seva Sangh, Sir David Hamilton’s 
work at Gosaba (Bengal), and the various Kisan Sabhas in the states 
(provinces). These organizations specialize in one aspect of the 
work. For example, Christian missions promote education and 
Sriniketan seeks to make the villages look more beautiful. Then 
there are associations which work fer the uplift of the aborigines and 
the depressed classes e.g. Bhil Seva Mandal, the Dang Seva Mandal 
and the Harijan Seva Sangh. These associations have done com¬ 
mendable wcik, though in some eases political motives vitiate their 
activities. 

Besults. The various organizations concerned with rural recoil* 
struction have been doing much constructive work in connection with 
supply of good seed, improved implements, improvement of breeds of 
cattle, eneouragtment of cottage industries, improved sanitation and 
encouragement of primary education. Their reports make a very 
impressive reading. There is no doubt that good work has been 
accomplished in certain directions and in certain localities, But this 
work has not brought about any significant change in the conditions 
of the village and, what is more important, in the outlook of the 
villager. There are various reasons for this meagre achievement. 

In the first place, India is an enormously big country with 
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diversities of all kinds, physical and social. The forces of con*. 
servatisin and inertia are too strong to be overcome within a short 
period. 

Secondly , the activities have not been properly planned and co¬ 
ordinated. The first stage should have been that of detailed survey 
and investigation of the problems, and the second, creation of an 
all India organization to give a push and backing to the movement. 
The experience of different localities should have been pooled for the 
benefit of all. Provincial work should have, of course, continued 
under the supervision and control of provincial bodies. But the 
Centre should have played a larger part in encouragement, co-ordina¬ 
tion and finance. 

Thirdly , the imitative has come from above and not from the 
people themselves. Training of village leaders should have received 
more attention. The village organs, the panchayat, the co-operative 
society and the school, should have been assigned more active roles. 
The panchayat especially should have been made the real village 
executive under proper supervision of higher units like the District 
Board. 

Finally , the rural reconstruction movement has left some of the 
basic problems untouched. For instance, the problem of land tenures, 
tenancy, land reclamation, consolidation of holdings, encouragement 
of co-operative farming, etc ; unless these problems are tackled, no 
far-reaching changes can be brought about in the village life, and the 
village standards cannot be elevated. 


Suggestion for further reading 

State Aid to Agriculturists in India published by the Reserve 
Bank of India. 



CHAPTER XV 

FAMINES AND FOOD PROBLEM 

1* Introduction. Until the recent calamity that involved 
Bengal, it was a common saying that since the beginning of the pre¬ 
sent century famines in India “are no longer food famines, but are 
only money famines/’ This means that provided money was put 
into the hands of the people by giving them employment or charity 
there was no fear of starvation. This was so because ford could be 
transported to areas of scarcity from the four corners, not only of 
India but also of the world. In normal times this would be true 
even now. The Bengal famine was due to certain special circum¬ 
stances created by the war. 

Famines have been known to India from times immemorial. 
During the Hindu period famines must have occurred though records 
are not available to give us any details about them. 

During the Muslim period several famines visiled the country, 
four of them being very severe. The first was in 1343, during the 
reign of Mohammad Tughlak. During the reign of Akbar there was 
a fearful famine which raged all over the country for three or four 
years. Under Shah Jahan, one of the greatest famines (\(r recorded 
in history visited India. Another famine followed during the tune 
of Aur&ngzeb. 

During the rule of the East India Company (1760-1857) there 
were twelve famines and four se\erc scarcities. The severest families 
oc'urrcd in 1770, 1784, 1802 and 1837. On the whole the attitude of 
the Company w r as determined by commercial considerations. 

In 1858, India passed under the rule of the Crown. Between 
that date and tne end of the century there w r ere sevual famines, and 
it w’as during this period that the policy of famine relief was evolved 
and perfected. The chief famines of this period were* (1) 1860— 
North-West India, (2) 1865— Orissa, (3) 1868—Rajputana, (4) 1878 — 
Bihar, (5) 1876-78—South India, (6) 3806-97— Btmbav, Madras, 
Central Provinces, (7) 1899-1900—Bombay, C. P., Berar, Nizam’# 
I)( mijiions and Central India. 

2.) Famines—their causes end cure. The apparent causes of 
famines are the failure of rains or drought, floods, locusts and plant 
diseases. Indian agriculture is said to be a gamble in the rains. If 
tl e rain is either too little or too much, famine conditions may be 
expected to prevail. Reckless cutting of the forests has resulted m 
frequent floods In several parts of the country causing a widespread 
damage to crops. Further, plant diseases, too, take a heavy toll. 
The wheat rust wiped out almost the entire crop in Central India, 
in 1047. When locusts launch their attack, they practically leav* 
nothing untouched. In the face of these adverse natural factors,, 
the Indian peasant feels utterly helpless. 
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The real and the fundamental cause of famines in India is eco¬ 
nomic backwardness of the people. India suffers from poverty which 
knows no parallel in the world. We have no reserve and no power 
of resistance or staying power when famine comes* Basically it is a 
money famine rather than a food famine. 

What is the, remedy ? The remedy against famine indicates all 
the measures needed for the rehabilitation of Indian agriculture. In 
particular we must adopt effective flood control measures. Further* 
the whole countryside must be dotted with a network of major and 
minor irrigation works so that the bulk of the cultivated area is put 
under perennial or assured water supply. If the weather forecast* 

$re improved something may be done against an approach of inde- 
merit weather. The menace of locusts should be located and 
mastered before it raises its ugly head. In the modern scientific 
world it should not be difficult to fight successfully against e op v 
diseases and blights. But unless the demon of poverty is laid* 
nothing really effective can be accomplished. 

3 Evolution of Famine Relief Policy. From the point of 
view of the famine relief polity* the famines of 1865, 1876-78, 1896* 

97, and 1899-1900 were the most important. 

The Orissa famine of 1865 induced the first great and organized 
effort to combat distress through State agency. 1 But it was after 
the great South Indian Famine of 1870-78 that the first Great 
Famine Commission was appointed under the chairmanship of Sir 
Richard Strachey. The recommendations of this Commission formed 
the foundations on which the famine relief policy was later on based. 
The principles of i amine relief, as laid down by the Commission, 
were :— 

(1) Thai employment should be given on the relief works to 

the able-bodied at a wage sufficient for support , on the 
condition of performing a suitable tusk ; 

(2) that gratuitous relief should be given in tin ir villages or in 

poor houses to those who are unable to work ; 

(3) the food supply should be left to private agency, except 

where that is unequal to the demands ; and 

(4) the land-owning classes should be assisted by loans and by 

general suspension of revenue in proportion to the crop 
failure. 

On these principles provincial codes were drawn up and;were 
tested by the famines of 1896-97 and 1899-1900 and were amended 
according to experience. 

In the meantime in 1878, the Government had instituted a 
Famine Insurance Grant of Rs. ljcroresa year to bo provided in 
the annual budget. “The first charge on this grant was famine relief, 
the second protective works, the third avoidance of debt.”* 


1. Indian nr Book, 1941-42, p. 373. 

2. Ibid, p 375 



INDIAN ECONOMICS 


*10 


The famine codes were applied in the famine of 1896*97. The 
success attained in relief was the greatest so far. The Famine 
Commission under Sir James Lyall that reviewed the position after 
this famine, recommended relief for special classes like weavers and 
hill tribes ; they laid down rules for managing charitable funds, 
advocated free grant of gratuitous relief. They favoured the exten¬ 
sion of decentralized relief works. Before the people could recover 
from this famine, another very severe famine broke out in 1899 and 
continued in 1900. 

In 1901 reported another Famine Commission under Sir 
Anthony MacDonelL The Commission emphasized the importance 
of ‘Moral strategy', or putting heart into the people. They recom¬ 
mended assistance bv taccavi loans as soon as the danger was 
scented ; early suspension of land revenue, a policy of ‘prudent 
boldness 5 involving preparations for a large and elastic plan of 
relief, constant vigilance and full enlistment of non-official help. 
They also emphasized the necessity of tackling the fodder problem 
and thus saving the cattle. Further, they recommended starting 
of co-operative societies and extension of State irrigation in the 
form of protective works. 

Side by side with the devourment of the famine relief policy 
the State took measures for protection against famines. Out of the 
Famine Insurance Grant, already spoken of, protective railways and 
protective irrigation works were constructed. 

4. Tfce Famine Relief Fund. Under the Act of 1919 the 
Provincial Governments were required to institute a Famine Belief 
Fund by annual assignments from their revenues. This Fund was 
invested with the Central Government which paid interest on it. 
It was available for expenditure on famine relief under specified con¬ 
ditions, Under the Act of 1995 there was no provision far a separate 
Famine Belief Fund. Some Provincial Governments, however, in¬ 
stituted new Famine Belief Funds which are invested in securities of 
the Central Government. 

In the meantime “the Indian People's Famine Trust”, estab¬ 
lished in 1900 when^the Maharaja of Jaipur gave a sum of Its. 36 
lakhs, increased in volume. Within a feiy years due to private 
philanthropy it stood at Bs. 28 lakhs, During 1934, it increased 
fnrther when the invested balances of the United Provinces Famine 
Orphans 5 Fund were transferred to it. The income from the invest¬ 
ment of this Fund is utilised for relief work whenever necessary. In 
recent years, due to the change in the character of the famines, the 
Fund has been used to relieve distress due not only to failure of 
rains but also to floods and earthquakes, 

• (s) The Present System of Relief. A few words may now be 

said about the system of famine relief that exists at present. A 
complete machinery exists now in the hands of the Government to 
tackle a famine when it arrives. A careful watch is kept on what 
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are called ‘signals’ of approaching famine viz., failure of rains, wan¬ 
dering of cattle, high food prices, petty crimes and contractidn of 
private charity* Steps are taken not only when the famine has 
actually arrived but preparations are made in anticipation. («) “In 
ordinary times Government is kept informed of the meteorological 
conditions and the state of the crops ; programme of suitable relief 
works are kept up-to-date, the country is mapped into relief Circles, 
reserves of tools and implements are stocked, (b) If the rains fail, 
policy is at once declared, non-officials are enlisted, revenue suspen¬ 
ded and loans for agricultural purposes made. Test works are then 
opened, and if labour in considerable quantities is attracted, they 
are converted into relief works on code principles. Poor houses are 
opened and gratuitous relief given to the infirm, (c) On the sd> 
vent of the rains the people are moved from the large w r orks to 
smaller works near their villages, liberal advances are made to agri¬ 
culturists for the purchase of ploughs, cattle and seed, ( d ) When 
the principal autumn crop is ripe, the few remaining works are 
gradually closed and gratuitous relief ceases, (e) All this time the 
medical staff is kept in readinevss to deal with cholera, which so often 
accompanies famine and malaria, which supervenes when the rains 
break/' 1 

Up to the recent Bengal famine this system worked quite satis¬ 
factorily. “Famine in the old terrible sense of the word/’ we were 
told, “ceased tq occur. This vas due to the possibility of moving 
food from surplus areas to deficit areas on account of the develop¬ 
ment in the means of communications and transport and the relief 
machinery of the Government described above. But this system of 
relief failed in Bengal famine of 1943. 

6. The Bengal Famine of 1943*44. Although food situation 
could not be regarded normal during the first two } T ears of the war, 
since food prices were rising, the difficulties in their acute form 
dated from the entry of Japan into the war in December, 1941. The 
worst sufferer in the scarcity that followed, especially after the end 
of 1942, was the province of Bengal. Apart from this province acute 
food scarcity was experienced in Madras, Bombay, and the States of 
Travancore and Cochin. In Bengal, according to the Bengal Famine 
Commission* H million 2 persons died due to the famine and-the 
epidemic that followed in ijs wake. 

The main causes of the Bengal Famine were : (a) shortage of 
supply of rice in Bengal due to lower yield of the winter crop of 1942 
and smaller stocks from the previous year; ( b ) failure of distribution 
machinery due to the incapacity of traders and the inability of the 
Government to exercise control over the producers, the traders 
and the consumers; (c) loss of imports from Burma which was 
occupied by the enemy; (d) difficulties of bringing in supplies from 
surplus areas, 

1 Indian Year Book 1943-44, pp. 326-27, 

2* Famine Enquiry Commission Reports on Bengal, p. 110, 
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The Bengal Famine simply underlined the serious food situation 
in the country. The situation at present may he regarded as a mere 
extension of the Bengal situation in 1943. We now turn to the study 
of this all-important problem, viz., The Food Problem. 

OUR FOOD PROBLEM 

7. "/Gravity of the Problem. A few years back who could think 
that dur food situation would be so serious ? Not many people in 
India even now realize its gravity. But the fact is that the food 
problem now overshadows every other problem facing the country. 
It is of the topmost priority. It may, in fact, be Considered THE 
PROBLEM of India. The sky is overcast with war clouds in many 
parts of the world and it may come at any moment. Tf it comes and 
the stream of food imports is cut off, we simply shudder to think of 
the consequences. Now the food ships arrive weekly, even daily ; 
but if supplies are cut off even temporarily, the ghastly Bengal 
drama will be enacted again almost all over India. We are living 
from ‘ship to mouth/ The problem is so menacing and we have 
become so vulnerable. 

This problem seems to be baffling the ingenuity of our best 
brains. It threatens the stability of the infant state. Unless it is 
effectively tackled, and tackled in time, India may go the way of 
China. It is, therefore, a challenge to our statesmen and people. It 
is really curious, rather paradoxical, that a predominantly agricult¬ 
ural country should not be able to feed its own people and should be 
living literally from day to da^ on foreign supplies. 

The food problem is serious in another way. It is bolding up 
all our progress not only by engaging almost the exclusive attention 
of the Indian Government and swallowing up our foreign exchange 
which could well be utilized for importing the wherewithal to acceler¬ 
ate the economic development of the countn . 

8. Nature of Our Food Problem. Our food problem has 
several facets and it is necessary to look at all of them it it is to be 
successfully tackled. It is not merely a question of shortage or a 
quantitative question ; it is also a qualitative one. Not only have 
we less food but also an unbalanced food, it is also an adminis¬ 
trative problem, i. e ., the food produced in the country is not 
properly distributed and made the best use of. At bottom our food 
problem is an economic one. Wc shall now consider these various 
aspects of the problem. 

{^9/ Food Shortage—the Quantitative Aspect. It is difficult to 
convince many people in India that she does not produce sufficient 
food for her people. If there is any apparent shortage, they would 
attribute it to selfishness of the farmers, the wickedness of the black- 
mark etors and the inefficiency of the Government. It is said that 
we ha^e been suddenly told that there is food shortage. Nobody 
ever thought of it before the war, and during the war of course, it 
ytvas due to war conditions and hence something abnormal and temp- 
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orary. But we are painfully reminded that though the war is long 
over, yet the food shortage remains and it has become worse* because 
in spite of the ‘Grow-More-Food’ campaign, food imports are on the 
increase. The question of food shortage is a mystery to many in 
India, Mahatma Gandhi was definitely of the opinion that there was 
enough food for everybody in the country and that controls created 
an artificial shortage. 

Let us face the facts. The Famine Commission of 1880 reported 
an annual surplus of 5 million tons of food grains in India. For soma 
time perhaps improvement in irrigation maintained some sort of 
correspondence between increase in population and the available food 
supply. But population seems soon to have outstripped the food 
supply. The Prices Enquiry (Datta) Committee reported in 1014 
that the requirements of food grains for internal consumption have 
increased in a larger proportion than the total production of food 
grains.” Hence the Malthusian theory had begun to operate and the 
balance between population and food supply had been upset. ( After 
the first three decades of the presuit century population index in 
3931 was 117 (Base 1901), whereas the cultivated area index was 116. 
Population had thus overtaken the food supply and was leaving it 
behind. 

During the decade 3 931-41, the situation futher deteriorated. 
Area under food grams increased by l'f>% but the production of food 
grains decreased by nearly 4% whereas the population increased by 
over .1^% n Population had now left the food supply far behind. An 
elaborate inquiry conducted in 1933 by Sir John Megaw, at one time 
one of the highest medical authorities m Government of India, reveal* 
ed that in nearly 40% of the villages, the population was excessive 
in relation food supply. 

Further, high death-rate, appalling poverty, poor physique, low 
exjiectation of life and ever-recurring ey Je of disease and famine are 
sure indices ot our country being over-populated, ‘‘The average 
expectation of life in India is less than half as many-,years as that in 
England while the death-rate is nuie than double and the infant 
mortality nearly treble.” 

Population having exceeded the food production, India had 
become a net importer of food and imported annually between 
and 2 million tons. According to Dr. RadhakamaL,Mitkerjee, 
India eaigiot provide food for about 12% of her people. For 1950 
the deficit is estimated at 3*5 million tons. We have been spending 
huge amounts on food imports—Rs. 130 erores in 1948, Rs. 150 crores 
in 1949 and in 1950 the estimate is Rs, 250 crores. The deficit for 
1950 is intended to be covered to the extent of two million tons by 
imports and the rest by additional production in the country. 

Recent political events have aggravated the food situation 
in India. Separation of Burma in 1937 deprived us of rice and 
now the partition also has taken away both rice and wheat. Witli 

1. Naauvuti and Anjuna, p* 5^» 
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Jess acreage and far less irrigated area we have been called upon to 
maintain a disproportionately larger population. We have to main¬ 
tain 78% of the original population with 69% rice production and 
06% wheat production and the wheat irrigated area only 54%. 
The magnificent irrigation works, which were a pride of India, have 
been all left in Pakistan to support, only 20% of the original popula¬ 
tion. Their gain is our loss, and Bharat starts with an initial 
handicap of a very serious nature. A further complication is that 
cotton and jute regions have gone to Pakistan and our cotton and 
juie mills may have to close unless we produce more cotton and 
more jute, No relief can bo expected therefore by the substitution 
of food for non-food crops. Moreover, food shortage in India has 
synchronised with shortage all the world over. What makes the 
Situation more serious is the tremendous rate at which our popula¬ 
tion is increasing which is ever widening the gap between the mouths 
to be fed and the food available. 

10. Malnutrition or the Qualitative Aspect When people 
think of the food problem they generally think in terms of the 
quantity of it, but the qualitative aspect is not less important. 
In India people are not only under-fed but they arc also under¬ 
nourished, because their diet is unbalanced and is composed of less 
nutritious items, even though they may be getting quite enough to 
eat. Sir John Megaw’s inquiry, referred to above, revealed that 
only 30% people in India were adequately nourished, 41% were 
poorly nourished and 20% were very badly nourished. The prevail¬ 
ing malnutrition of the people in India has been emphasized also by 
recent inquiries. According to the surveys conducted by the Nutri¬ 
tion Advisory Committee in 100 typical rural and urban groups 
it lias been found that €i Calories intake of some 30% of families is 
below requirement and that even when the diet is quantitatively 
adequate it is most invariably ill-balanced containing a preponder¬ 
ance of cereals and insufficient ‘productive foods' of higher nutritive 
value. Intake of milk, pulses, meat, fish, vegetables and fruit is 
generally insufficient/' The daily consumption of milk per capita 
in India is only 7 oz., as against 39 in Great Britain, 40 in Denmark, 
67 in New Zealand and 63 in Finland. 1 

It is not to be supposed that rich people necessarily take a 
balanced food. In order to make the Indian diet balanced it will be 
necessary to reduce the quantity of wheat, rice and other cereals 
a d add milk and milk products, fruit, eggs, meat and more vege¬ 
tables. But the trend in Indian agriculture has not been towards 
producing nutritious food items. The area under fruits and vegetables 
is less than 3% of the total sown area ; and not to speak of dairy 
and animal foods, even among the cereals the tendency has been to 
grow more jowar and barely as against wheat and rice which are 
more nutritive. Taking 1910 as the base year, the index of pro¬ 
duction of barley in 1938 stood at 157, of jowar at 210, whereas 
that of rice was only 103*5, and that of wheat (after declining to 
#7*8 in 1935) rose to I04-2. 1 

... . .. - . " , . . . i ... ...■ ■ - - ..- . . . ■ .| 


1. Nanovati and Anjaria, p. 57. 



FAMINES AND FOOD PROBLEM 


221 


The neeessaiy consequences of malnutrition are high mortality 
rates, especially among infants and women of child-bearing age, the 
prevalence of food-deficiency diseases like beri-beri, rickets and 
various forms of anaemia and most other ailments known to the 
doctors, stunted growth and inefficiency, short duration of life, etc. 

11. Administrative Aspect. The problem of food shortage is 
rendered more acute by laxity and inefficiency of the administration. 
On account of panic and nervousness, the grower is not willing 
to part with the produce. The alarmist speeches made by leaders 
and Government officials make the farmers cling to what they have 
placed. Profi teering motive further encourages hoardmg*for the 
grower expects the prices to rise still higher. Stoppage of the 
ordinary trade channels during the War and lack or curtailment of 
transport facilities have only tended to immobilise the internal 
food stocks. High food prices put it beyond the reach of the masses 
and absence of rationing led to maldistribution of the scanty stocker 
available, because black-marketers and others who enjoyed in¬ 
creased war-time incomes were able to exert a stronger pull. 
Thus our food problem would not have been so serious if administra¬ 
tively it was handled with speed, efficiency and honesty. 

12. The Economic Aspect. As we have already said, our 
food problem is at bottom an economic problem. In essence it is 
money famine rather than food famine. The Indian masses lack 
adequate purchasing power and no wonder that they live in a state 
of semi starvation. It is very easy to say that people should take 
a balanced diet - more meat, more milk and more fruit. But how 
many can afford it ? I)r. Akroyd estimated that a balanced diet 
cost Its. 5 nearly per head per month, whereas the ill-balanced 
common diet cost Rs. 2/8/-. At the present prices these figures will 
have to be multiplied by five. This means that if the purchasing 
power of the people is doubled, only then they may be expected to 
improve their diet. Doubling of a nation’s per capita income is not 
a emlcTs play/Ti only shows how stupendous is the problem. In 
tackling the food problem we come face to face with the formidable 
problem of poverty of the Indian masses. 

13. What we ought to do. Having studied the food problem 
in its various aspects we are now in a position to see what we should 
do to tackle it. The food shortage must, in the first instance, be 
met by imports and at the same time we should whip tip homo 
production by all possible means, i.e. y by the fullest use of the para¬ 
phernalia of extensive and intensive cultivation till we have* 
attained self-sufficiency not merely in point of minimum ration but 
better nutritional standards. Dependence for food on others is 
dangerous, especially in a politically uncertain and unstable world. 
Nothing short of a revolution in agriculture and a complete over¬ 
hauling of our land system will enable us to attain the goal of self- 
sufficiency when population* m the -country is also increasing at a 
terrific speed. Our population was estimated at 339 million inu 
1945-46, In 1948 it was put at 350 million. At this rat© tho 
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a blation will be 367 million in 1953, 387 million in 1958 and 407 
lion in 1963, On the basis of 1 lb. of cereals per day for an 
-adult, our present deficit of 5*3 million tom will increase in each 
subsequent five-year period to 7*3, 9*9 and 12*6 million tons. It is 
this menacing situation that we are tip against. In older to irieiease 
food production the immediate step is to develop nnnrr irrigation 
works, “It might be said with truth that it is a problem of irriga¬ 
tion outride big schemes ; big schemes will lock up money and defer 
irrigation.” 1 

Then there is the malnutrition. Food production has therefore 
not only to be increased but also improved so that it becomes varied, 
rich and nutritious. A diversified production is needed. Besides 
oereals we should produce more vegetables and more fruits. Our 
animal resources have to be fully exploited to provide more meat 
and more of dairy products. Fisheries have to be developed and 
poultry farming encouraged to the greatest extent possible. Food 
.supply will have to be related to national health and efficient)}. 
Masses will have to be educated in the contents and benefits of a 
balam ed diet. As. Mr. Afzal Hussain remarks in his minute of 
dissent to Famine Commission .Report, 1945: “It is abundmt health, 
not mere satisfaction of hunger that should be the aim of fotd 
policy.” 

Further, administration will have to be tightened up. Rationing 
must be extended. Price control measures must be effectively 
enforced. Procurement procedure must be made efficient. If we are 
to make the most of our limited food resources, black-market 
must be extinguished and hoarding and profiteering treated as the 
worst crimes. 

Finally and ultimately we must eradicate poverty from our 
land. This may necessitate a radical change in the existing economic 
order, It is paradoxical that Indians should be poor when their 
country is so rich in natural resources. This anomaly mud go. 
Industrialization of a high order is needed and agriculture which now 
is merely a mode of living must be transformed into a business pro¬ 
position. We must, above all, do something to stein the t*de of 
growing population and stabilize it at a reasonable figure. 

14 What we have done so far. A Food Department was 
created in December, 1942, to deal with control of food prices, sup¬ 
ply and distribution of foodstuffs and to eo-oidinate civil and mili¬ 
tary purchases. It was also to pursue the task of food production 
on an all-India basis. The Food Department had also to arrange 
for the procurement, transport and distribution of food grains from 
the surplus provinces for the benefit of deficit provinces. A Food 
Grains Policy Committee was appointed in July, 1943, which recom¬ 
mended, inter alia , stoppage of exports, imports to create a Central 
Food Grains Reserve, setting up of procurement machinery, securing 
priority of movement of food crops, introduction of rationing in 

1. Eastern Economist, August 12, 1949, p. 233* 
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•cities with a population of one lakh and over and drastic enforce¬ 
ment of anti-hoarding measures. A very important recommenda¬ 
tion was the launching of the ‘Grow-More-Food' campaign. The 
Government accepted the recommendations and moulded their food 
policy accordingly. 

The Government's food policy may be studied in two stages. 
*(i) Grow-More-Food campaign, 1943-3947 ; and (it) Five-year Food 
Plan, 1947-3952, 

(l5) Grow-More-Food Campaign, 1943-47. The following 
measures constituted the grow-moro-focd campaign ;— 

(1) Increase in area under food a ops by bringing new land, 
including fallow land, under cultivation, double cropping and by 
•diverting land from non-food crops to food crops. Measures taken 
to encourage the bringing of more land under tbe plough consisted 
of interest-free loans, rent-free leasts for a term of years, rebate on 
land revenue assessment, supply of water for irrigation free or at 
•concession rates, the supply of setd at cheap rates, amendment of 
tenancy laws, etc. 

(2) Increase in the supply of water for irrigation by the im¬ 
provement and extension of existing irrigation canals, the sinking of 
additional wells, etc. 

(3) The extended use of manures and fertilizers. 

(4) An increase in the supply of improved seeds. 

Accordingly, the provinces were asked to take up reclamation of 
new' land, sinking of wells, repair and extension of irrigation woiks, 
use of improved seeds, increased use of green manures, composts and 
fertilizers and other measures which could bo carried out expeditiously. 
Other measures recommended m this connection were prevention of 
depletion of India's cattle wealth, import of tractors and other 
agricultural implements, securing fuel for the agiicuitunfits, regulation 
of crop production, compelling the cultivation of culturabJe waste 
land, promoting schemes of agricultural research bearing upon the im¬ 
mediate shortage of food production. 

Tbe campaign was conducted by tbe State Governments ; the 
Central Government helped them by giving a subsidy or granting a 
* loan. Grants were generally made on a 50-50 basis, i.e , the State 
spent an equal amount out of their own resources. The total 
subsidy and the loans granted by the Central Government during 
this period were about Rs* 9 crores and Rs. 7 or ores, respectively. 

Some idea of the effort made in this connection can be had 
from the fact that about 50 lakh tons of oil-cake, 4 2 lakh tons of 
sulphate of ammonia, 20*8 lakh tons of compost and about 9,000 
tons of G. M. seeds were distributed. Minor irrigation work® 
undertaken consisted of 64,000 surface wells, about 500 tube-wells, 
3*000 tanks and 22,000 other projects. As for the seeds, 3 lakh ton® 
were distributed* 
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What art the results ? In spite of propaganda and the stimulus 
of higher prices to produce more, no striking results have been 
achieved. The cumulative result of the measures like extension of 
cultivation, doubling of cropping, diversion of land from non-food 
crops to food crops, increased irrigation, conservation and develop¬ 
ment of manurial resources, subsidized manure supplies, distribution 
of improved seeds, legislation, concessions, compensations, rewards 
and financial assistance to the growers, has been like that of the 
mountain being in labour and producing the proverbial mouse* 
Instead of any substantial improvement in the food situation in the 
country, W© find that it has gone on deteriorating. This in spite of 
the fact that the area under food crops has increased during the 
period by about 10 million acres and the yield increased by 2§, 
million tons. The Grow-More-Food campaign resulted in the reduc- 
* tion of production of cotton and jute without a corresponding gain 
in the food grains. 

Why did the Grow-More-Food campaign fail to ereate an im¬ 
pression ? There have been difficulties : Reduction of area under 
cotton creates a shortage of cotton seed which is an important cattle 
feed. In spite of the expenditure of crores of rupees there was little 
increase in the irrigated area due, according to Famine Commission^ 
to the departments being short-handed, difficulty of obtaining 
materials and machinery and shortage of skilled labour. Irrigation 
has been our greatest difficulty. Only 25% of the food grains 
acreage is under permanently, dependable perennial irrigation and 
75% of our food area has to weather the vagaries of monsoon, and 
Indian monsoon is said to have all the caprices of an oriental 
potentate. Failure of monsoon in 1945-40 in Madras nullified all the 
efforts mad© there under the Grow-More-Food campaign. Similarly, 
in 1946-47 the wheat rust practically wiped out the entire wheat 
crop in Central India. 

As regards manures, too, little progress has been made Due 
to pressure on land, green manuring lias made no headway. Bone- 
meal manure is available in small quantities only. Oil-cakes are 
used as cattle feed instead of manure. Lack of cheap fuel compels 
the cultivator to burn the cow dung. It has not been possible to 
import fertilisers in the quantities that we need. The International 
Emergency Food Council allocates them, and we got only 50% of # 
what we had asked for. This is a serious handicap. 

Extension of improved seed takes time. There has been a 
shortage of supply of iron and steel for replacing and making agri¬ 
cultural implements. It has not been possible to import the number 
of tractors that we required. Then there is the transport bottle¬ 
neck 

Above all, the Grow-More-Food campaign covers only 80 lakh 
acres out of a total of 16 crore acres under food grains i.e., just 6%. 
It i$ idle’ therefore, to expect any spectacular achievements under 
these conditions. 
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From the meagre results of Grow-more-food campaign we learn 
one lesson that the ultimate solution of the Indian food problem 
does not He in the direction of measures adopted in this campaign. 
The campaign deals only with the immediate problem of the existing 
deficit for the existing population. Its immediate character and 
limited objective must be borne in mind while judging its results* It 
is just in the nature of a few measures which were expected to yield 
quick results to save the country from imminent starvation. There 
was no plan and no target. For the ultimate solution of our food 
problem we need a carefully considered plan and a new food policy. 

16. The Food Grains Policy Committee, 1947*48 The virtual 
failure of the Grow-more-food campaign led to the appointment of 
another Food Grain Policy Committee in September, 1947, to review 
the whole question and suggest a suitable policy. In its interim 
port issued on 31st December, 1947, it recommended a policy of 
‘progressive decontrol/ This policy, however, miserably failed and 
A policy of re-control had to be adopted. The final report of the 
Committee was published in May 1948. 

Refe? ing to the Grow-more-food campaign the Committee is 
of the opinion that “the measures which were undertaken were 
doubtless in the right direction, but the objectives were too diversi¬ 
fied, the efforts were inadequate and in most areas the necessary 
vigour and drive were lacking.” In their opinion a radical revision 
of approach and a new production policy were needed to achieve 
the desired results. 

The Committee points out that the Indian food economy Is 
exposed to a number of risks the principal of which are: (a) The 
total average production of cereals is short in relation to the re¬ 
quirements of the existing population ; (6) the annual cereals pro¬ 
duction is subject to wide fluctuations; and (c) there are certain 
chronic deficit areas. 

The Committee agrees with the expert opinion that agricultural 
development in India has not been commensurate with the poten¬ 
tial resources and there is a considerable scope for increasing produc¬ 
tion. A series of large-scale multi-purpose projects will rid Indian 
agriculture of dependence on the monsoons. Production can be 
stepped up by intensive cultivation through better irrigation, more 
manures and better seeds. 

For the deficit areas, where rainfall is scanty and agricultural 
yield is low, it recommends a special rehabilitation programme em¬ 
bracing increased irrigation facilities and dry-far ruing methods com¬ 
bined with deliberate development of cottage and small-scale indus¬ 
tries to create alternative avenues of employment. 

As for the cultural waste, the Committee has expressed the 
opinion that the whole approach bo the problem in the past has been 
of a haphazard and improvised nature, and that there has hem no 
clear-cut programme supported by necessary provision and executed 
by adequate organization. Reclamation of such lands should be the 
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responsibility of the Central Government. In order to ensure the 
fullest collaboration between the Central and the State Governments 
the Committee have recommended the establishment of a Central 
Board of Agricultural Planning and a Board of Agriculture in each 
State. To execute the reclamation plans the establishment of an 
autonomous organization called the Central Land Reclamation 
Organization is recommended with a capital of Rs. 50 crores to be 
subscribed by the Central Government, 

A central reserve of one million tons, consisting of wheat and 
rice, is to be maintained throughout the period of 5-year plan. 
Importing of food grains is to remain the monopoly of the Govern¬ 
ment and creation of an autonomous executive is recommended to 
handle food grain imports. 

The Committee has recommended a five-year food production 
plan in India and the increasing of food j reduction annually by 
10 million tons within the shortest possible time so as to remove the 
constant threat of scarcity, famine and helpless dependence on 
imports. 

17. Five-Year Food Plan, 1947-48 to 1951-52. A comprehen¬ 
sive 5-year plan of food production in India has been chalked out in 
pursuance of the recommendations of the Food Grains Policy Com¬ 
mittee, 1947-48 At the end of the 5-year period, the food output is 
be increased by 30 lakh tons. Each State has been assigned a 
definite quota. 

The main planks in the plan are : (1) Grow-more-food works 
consisting of surface production mcIIs, irrigation tube-wells, pumping 
installations, tanks and channels, land improvement works including 
drainage, bunding and reclamation ; and (2) Grow-more-food supplies 
consisting of manures, including chemical fertilizers, oil-cakes, green 
manures, improved seeds, better implements including mechanical 
equipment. The revised food policy of the Government consists in 
replacing the Grow-more-food campaign by a programme o r intensive 
cultivation of that part of food acreage which has perennial or 
assured water-supply. Sixty laldi acres of land are proposed to be 
reclaimed which are expected" to yieiu two million tons of extra food. 
The Government has also decided to encourage the development and 
the use of high yielding non-cereal food crops, e.g bananas, papaya, 
sweet potatoes, etc. To secure co-operation of the agriculturists, 
farmers* unions are intended to be established to introduce an element 
of democracy. The scheme is expected to cost Rs* 282 crores. 

18 Achievement* of the Plan. In all States the work of food 
production has been put up on a war footing. Efforts in all direc¬ 
tions have been intensified Lakhs of percolation wells are being sunk 
and mino irrigation works undertaken and completed Lacks of 
acres of waste land ore being jeclaimed. Thousands of tons of im¬ 
proved seeds and fertilizers are being distributed. Tractor cultiva¬ 
tion is being extended. In Mysore 40,000 acres have been put under 
double cropping. In Orissa Rs. 25 per acre have been offered for 
reclaiming waste land. In Saurashtra joint farming and better- 
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farming societies are being organised. Land Colonisation Society has 
been formed in Madras to take up cultivation of land released by 
the Government from tho reserved forest areas. The V. P, has 
liberalised the rules regarding the grant of taccavi loans and 
organised competitions in producing more food. As a result 58 
rnaunds and 13 seers per acre have been obtained as against the 
average yield per acre in India of only 8 maunds. This is a pointer 
to what can be achieved. The Punjab has reclaimed more than 
€,000 acres of waste land and put more than 5,000 acres under 
mechanical cultivation. Other measures include the issue of fire¬ 
arms for crop protection and encouragement of compost production 
both in rural and nrb in are is. 

During 1949-50, 97,124 wells were sunk or repaired, 13,581 
minor irrigation works completed, 17,380 water lifting appliances 
completed, 3,863 tanks repaired or constructed, 3,44,830 acres 
mechanically cultivated, 3,06,103 tons fertilisers etc. supplied, 
8,76,000 tons urban compost distributed, 54,446 tons of improved 
seeds distributed, and 5,74,019 acres reclaimed by the States and 
71,771 by the Central Tractor Organisation. The additional produc¬ 
tion in 1949-50 through irrigation schemes is estimated to be 163 ” 0 
of the target fixed. During the 1 ist three years the total additional 
production has been 2 4 million tons and the estimated total deficit 
by the end of 1952 is 4 92 million tons. 

Indian food problem is too big a problem to be tackled in a 
year or two. To quote Mr. JairamcLs Dan la train, ex-Food Minister : 
“Unless we realize that only bigger irrigation schemes would place 
this country on a more dependable source of supply or unless thous¬ 
ands and thousands of our tube-wells give a more abundance of 
water supply, and unless lakhs and lakhs of more acres of new land 
are put under the plough, it is not easy to meet the requirements of 
a growing population which increases at the rate of 40 lakhs a year.” 
The pressure on land in India is much greater than elsewhere. In 
India we have 2*25 acres per head, in China it is 6 acres, in U.S A. 
13 acres and in U.S.K.R. 28 acres. This pressure must be relieved 
by diversified economic development, and we must wrest more out 
of each acre in our drive towards food self-sufficiency. 

19. Food Crisis, 1950. The food production campaign seemed 
to be going on satisfactorily, but a series of disasters in the months 
of June—August 1950 worsened the situation in the food front. 
There were premature rains in Bihar, destroying 60% of the maize 
crop, heavy rains in Gujrat and Saurashtra, the floods ip the U.P., 
Bengal and Bihar and the earthquake in Assam. The Korean war 
created* a panic and prevented a free flow of grains to the 
markets. A conference of the Chief Ministers and the Ministers oJ 
all States was held in New Delhi on August 19-20. As a result of 
their deliberations the following 7-point Food Policy has been 
adopted: 

1. There must be uniform direction in matter of food policy 
between the Centre and the States. 
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2. The target date of food self-sufficiency f.e*, end of 1051 
fixed already stands and the States must fulfil their food self- 
sufficiency programmes. 

3. Food production and food procurement must be organised 
on an efficient war footing and pursued as matters of highest priority* 

4. Procurement of all controlled food grains must he intensi¬ 
fied in all States whether deficit or surplus. 

5. Quick and deterrent action must be taken against hoarders 
and bkek-marketers. Reasonably uniform standards should be laid 
down in all States in respect of the stocks that could be lawfully 
held by traders, consumers and producers. 

6. Proper co-ordination should be effected as far as possible* 
between the price levels of different grains in different States. 

7. Steps should be taken to make sufficient sugarcane 
available to the factories during the crushing season. 

The food deficit for 1951 has been estimated at 4*4 million tons 
of which it is hoped to procure nearly 3*7 million tons internally. 
It is yet to be seen how far these hopes are actually realised. 
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CHAPTER XVI 

LAND REVENUE POLICY 

1. Introduction Land revenue as a source of Slate income 
bas come down to us from times immemorial. In modem times, 
however, the systems of land revenue assessment, the methods of 
calculating the charge, and the manner of its collection, have alt 
been attacked from time to time i i the Legislature, the Press and 
from the platform. In this rhapter we shall first describe the various 
land revenue systems prevailing in India, then we shall examine the 
theoretical basis of the policy of the Government, and finally, we 
-shall evaluate the various reforms that have been suggested to make 
the system more equitable. 

2. Land Revenue Systems. The land revenue systems pre¬ 
vailing in India may be classified from two points of view : 

(a) Whether the land revenue is fixed once for all, or whether 
it is revised periodically. The former is known as the “Permanent 
-Settlement/’ and the latter as the “Temporary Settlement.” Here 
the period of revision varies from 20 to 40 years. 

(b) The second basis of classification is the responsibility of 
paying the land revenue. On this basis we have three land revenue 
systems :— 

(i) The Zamindari System under which the responsibility for 

the payment of land revenue rests on the Zamindar 
or the owner of land who realizes the amount from the 
actual cultivators. It prevails in Bengal and the U. I\ 
mostly. 

(ii) The Ryotwari System under which every holder of land is 

individually responsible for payment of land revenue. 
It prevails mostly in Bombay and Madras 

(in) The Mahaiwari System under which the members of the 
village communities or co-sharing bodies are jointly and 
severally re-sponsible for the payment of land revenue. 
This system prevails m the Punjab and in parts of 
the U.R 

| Twenty-five per cent of the area is permanently settled under 

I the Zamindari tenure and 39% temporarily settled under Zamindari 
| -and Mahaiwari tenure ; the Ryotwari tenure covers 30 % of the total 
I area. 1 


3. Permanent Settlement. A “settlement” may be defined 
as official assessment of land revenue due to Government. It is 
preceded by a more or less full survey, classification and valua¬ 
tion of the land and an inquiry into the rights of all persons 


1. Nana vati and Anjaria —The Indian Burnt Problem, p. 60. 
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concerned. 1 It is* both a fiscal and a judicial operation. A settle* 
meat, as we have noted above* may be Permanent or Temporary* 

The Permanent Settlement was introduced in Bengal in 1799, 
The revenue due from the Zamindars was fixed in cash in per¬ 
petuity. The Tate fixed was 10/11 of the rents realized by the 
Zamindars at the time, 1/11 being left to the latter as their share. 
As the value of land gradually rose due to increased security and 
higher prices of produce, rents w ere increased and hence the income# 
of Zamindars rose considerably. Jn 1900, it was officially estimated 
that the land revenue paid to Government from permanently settled 
areas amounted to less than Rs. 4 crores, whilst rentals in the same 
areas amounted to no less than Rs. 16£ crores. 1 

Permanent Settlement was extended to Banaras in 1795 and 
also to northern parts of Madras Presidency. There was at one 
time agitation for the extension of this system. But such proposals 
were finally rejected in 1883. The Bengal Land Revenue Commis¬ 
sion (1938-40) recommended its abolition. 

The Permanent Settlement is supported on the following 
grounds :— 

(a) From the financial point of view it has insured a fixed and 
stable revenue for the State. 

(b) It has helped political stability in India by creating a loyal 
class of Zamindars. (But areas under temporary settlement also 
enjoyed political stability.) 

(e) It has created leaders in the political and social fields who 
have spread “education”, sound ideas and sanitation. (This advan¬ 
tage seems doubtful, especially the political leadership of a loyalist 
chi'ss). 

(d) It is further said that the system has created a prosperous- 
peasantry with rt sou ice fulness and enterprise. (But famines have 
been as common in Bengal as elsewhere Only the Zamindars have 
prospered at the expense of the cultivators and the public treasury). 

Permanent Settlement can be beneficial to the people only if 
all intermediaries between the State and the tiller of the soil are abo¬ 
lished so that the ad\antages of future increment of the rental 
should be enjoyed by the actual man behind the plough. 

4. The Bengal Land Revenue Commission (1938*40)- A 

case for abolition . The Bengal Land Revenue Commission was 
appointed in 1938, under the chairmanship of Sir Francis Floud, 
to examine the land revenue system of Bengal with special re¬ 
ference to Permanent Settlement. The majority of the Commission 
favoured the abolition of Permanent Settlement on the following 
grounds :— 

(a) It has deprived the Government of a share of increase in 

1. Ibid, p 98. * * 

2. Government R< solution oa Land Revenue Policy, 1902, p. 82. 
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the value of laud which has resulted on account of the increase in 
population and extension of cultivation. 

(b) It has involved the Government in loss of revenue from 
minerals and fisheries. 

(c) It has deprived the Government of intimate knowledge of 
rural conditions as afforded by the Ryotwari system. 

(d) It has imposed an iron framework which stifles initiative 
and enterprise of all classes. 

(e) It has encouraged excessive amount of sub-infeudation, 
creating a number of intermediate interests between the Zamindar 
and the actual cultivators. 

In short, Permanent Settlement has resulted in the evils of 
absentee-landlordism, rack-renting and economic serfdom of the 
actual cultivator. 

The Commission favoured the replacement of this system by 
a Rvofwari system and added that it was no longer suited to the 
conditions of the present time. The policy should be to bring the 
actual cultivators into the position of tenants holding directly under 
the Government. 1 It is hoped that the recommendations of the 
Commission will be given effect to without delay. 

It is necessary to understand that the objection agamsb per¬ 
manent settlement is not that it is permanent. It is not to be 
supposed that making it temporary will bring a millenium, other¬ 
wise peasants under temporary settlement should have been 
very happy. The real issue refers to the fundamentals of land 
tenure, t.e., the rights of the various parties concerned. Unless these 
rights are equitably adjusted, there will be no incentive left for 
efficient use of land and our peasants cannot prosper, nor can w© 
have an equitable system of taxation. 

What then should be the duration of Settlement ? As for the 
duration of settlement 3*>*40 years seem to be quite reason¬ 
able. Undeveloped areas should have short-period settlement, so 
that the State gets an early opportunity to adjust its claims to 
the changed conditions. Thirty years’ settlement removes uncer¬ 
tainty about the State demand for a generation. 

5. Temporary Settlements* Temporary settlements are not 
of a uniform character. Here differences arise due to (1) differences 
in persons from whom the charge is collected, (2) differences in the 
period of settlement, (3) differences in the methods of calculating 
the charge, i.e., (a) in arriving at the “net assets,’" and (b) the 
proportion of such assets taken by the Government. 

(1) As regards the agency by which the charge is paid, as 
we have already seen, the determining factor is the system of land 
tenure, of which we have three types : 

(t) Zamindari Settlements, (u) Mahalwari Settlements, and 
{Hi) Ryotwari Settlements. ______ 

1. Bengal Land Revenue Comm is don Report, Vo 1. I, p. 42. 
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(2) As regards the periods of settlements, in Central Provinces 
the period varies from 20 to 30 years, in Berar 25-30 years, in 
Madras it is 30 years and in the U. P. and the Punjab it is 40 years* 

(3) As for differences relating to ‘Net Assets’, the Punjab 
Government takes 25% of the net assets; in temporarily settled areas 

of Bengal the percentage is as high as 70 and in Bombay it is 35%. 

We shall now study the assessment under the three systems 
of settlement : the Zamindari, the Mahal wari and the Ryotwari. 

6. The Zamindari Settlement. Permanent Settlement of 
Bengal is also Zamindari system but we have considered it already. 
Here we shall take the settlement with Zamindars in Bengal who 
are under temporary settlement and also the settlement with 
the Talukdars of Oudh. 

The usual settlement operations are gone through, i.e., holdings 
are demarcated, land iB surveyed, rights of the various parties in the 
holdings are recorded and the amount of land revenue payable to the 
State is assessed. The Settlement Officer ascertains the rental values 
of lands. As the land-holders in Bengal are usually middlemen, the 
State takes away as high a percentage as 70 as its share of the rental 
value. The position of the Oudh Talukdars is also weak and the 
settlement is virtually with the village communities under them who 
are asked to pay a little more so that a Talukdari allowance, say 
10%, may be paid to the Talukdar from the Government treasury. 

7. Mahalwari Settlement This type of settlement operates 
in Western U.P. and the Punjab. The land is supposed to be owned 
by the village communities or the co-sharing bodies. It ie joint 
landlordism as distinguished from individual landlordism prevalent 
in Oudh (U.P.) and Bengal covered by the Zamindari Settlement. 

A survey of all lands is conducted, boundaries of holdings are 
demarcated and a complete record of rights is prepared of all the 
parties interested in a particular estate. The land is divided into 
circles according to productivity. 

Net Assets. Rental assets, called Net Assets, of each estate 
are ascertained which consist of the cash rents received by the land¬ 
lord and the money value of the benefits he derives from the owner¬ 
ship of land, e.g. f grazing rights, fodder, fruit, vegetables, etc. If 
the land is given rent free or if the-land is cultivated by the pro¬ 
prietor himself or if rent is paid in kind instead of cash, then an 
attempt is made to find out what the cash rent would have been 
if the estate were given out on cash rent. The landlord’s rentals are 
called ‘Net Assets.’ 

The term ‘net assets’ and rent are not identical, but generally 
a full and reasonable rent paid by a tenant-at-will is regarded as a 
sufficiently near approximation to the net assets. The assessment in 
practice is, therefore, based on rent. In the words of the Punjab 
Land Revenue Committee of 1938, “Net assets of a tract represent 
what the land of the tract might ordinarily be expected to fetch in 
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i«nt, less all costs incurred in earning that rent.” In other words, 
net assets and normal rents less costs are synonymous and, as 
defined, they may be called landlord's net assets. > 

The land revenue demand of the State is fixed as a fraction of 
the ‘net assets’. At first the Government charged 80% of the net 
assets, later, according to Saharanpur Rules 1855, it was reduced to 
50%, and now it is much less, 25% in some states (provinces). 

Land revenue is fixed in the first instance for the entire village 
and is then distributed over the individual holdings. The village 
co-sharers are made jointly and severally responsible. A co-sharer 
of standing, called Lambardar in the Punjab, undertakes to collect 
the land revenue and pay in the Government Treasury in his repre¬ 
sentative capacity. A section of the village community, or even an 
individual co-sharer beyond a certain limit, can insist on a separate 
assessment, or 4 perfect partition' as it is called. This is the usual 
pattern of settlement operations in Mahalwari areas, though there 
are slight provincial variations. The settlement itself is a partly 
judicial and partly fiscal operation. 

In the U.P., actual cash rents paid at the time of settlement 
are taken as the basis. Cash rent is the rule in the U P. It is there¬ 
fore not difficult to come across cash rents in each circle, and these 
are made applicable to the holdings which arc cultivated by the pro¬ 
prietors themselves. The Government takes a certain percentage 
of these rentals or ‘net assets’ as they are called. 

In the Punjab, rents are usually paid in kind and hence pro¬ 
bable cash rents have to be determined. A fair rate is ascertained 
on the basis of rents of typical holdings. If a typical holding in a 
circle is being cultivated on cash rent, then this rate is applied to 
all holdings in the circle. In case there are no instances of cash 
rents, as may generally be the case, then money value of the land¬ 
lord’s rentals received in kind is ascertained on the basis of average 
prices, average yield per acre, etc. This is the assessment for the 
circle. It is then distributed over different holdings. In theory, 
there is joint responsibility for the payment but in actual prac tice 
each co-sharer’s land revenue can be separately recovered. According 
to the Punjab Land Revenue Amendment Act, 1929, the Govern¬ 
ment charges 25% of the ‘net assets’ as land levenue. 

The Sliding Scale System . A new principle of assessment 
was formulated in the Punjab at the time of the rt settlement of 
Lyallpur district in 1935. This is known as the Sliding Scale System. 
This was necessitated by the unprecedented fall in agricultural 
prices since 1930. The object of the new system was “to enable 
the Government to pitch its demand high enough to take into 
account the possibility of prices rising lo the average level of the 
last 20 or 30 years, and meanwhile to adjust this demand at each 
harvest to current price.” 1 According to the old system, the stand¬ 
ard rates did not change throughout the period of settlement \ of 

1. Ibid, p. 50. ~ 
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ooutse, remissions and religf could be given according to the charac¬ 
ter of crops. According to this new system the revenue rate, aa 
^finally announced for a particular square, represents the maximum 
which Government can take during the period of 40 years. But the 
Government will not take these maxima rates unless the general 
level of prices is at least as high as the commutation prices. If in 
any year the general price level goes up beyond the commutation 
prices, the revenue-payers will be given the full advantage of the 
excess. But if in any year the general level of prices is lower, a re¬ 
mission in the revenue rates will be given the following year pro¬ 
portionate to the difference. 

Thus while the Government was “bound not to exceed the 
maximum rates as fixed 5 * they would * give to the revenue-paver the 
full benefit of the fall in prices, however great that may be. 55 

The strongest critic of the sliding scale system was the late 
Professor Brij Narain. He raised two objections against it: (♦) That 
the system takes no account of the costs of cultivation ; and (n) 
that it is based on not real but theoretical or paper net assets. 

'•When prices fall heavily,” wrote Prof. Brij Narain, “and costs 
less heavily it is possible that net assets may wholly vanish. But 
the sliding scale assumes that the zamindar always enjoys net assets, 
provided the fall in prices is not 100 per cent.” 1 

Prof. Brij Narain, therefore, recommends thnt “remissions 
should be granted according to the fall in net assets, not merely 
according to the difference between commutation and actual prices 

The Punjab Land Revenue Committee recognized this defect 
of the system. They agreed that in a period of falling prices any 
remission given in proportion to the fall in an owner-cultivator’s 
gross income would not be in proportion to the fall in his net income. 
“But when prices start rising again, 5 ’ they added, “the reverse 
process sets in, and in time, it may be supposed, the two tendencies 
neutralize each other.” 3 

The recent enormous rise in prices seems to have vindicated 
this view of the Committee. 

In O.P., there are Malguzars who were originally land revenue 
‘farmers 1 but who were conferred proprietary rights by the British 
thus degrading the real owners to the position of tenants. Lest 
these nominal lardlords should exploit the erstwhile owners, the 
rents payable by the latter to the former have also to be fixed/ An 
elaborate system of soil classification is adopted to fix the rents. 
The value of a 'soil unit’ depends on the average net profits of cul¬ 
tivation for which both fertility and situation are taken into account. 

8. Ryotwari System, (a) Madras . The assessment of land 

1. India Before and Since the Crisis, Vol II. p. Oil. 

2. Ibid., p. C17. 

8. Beporfc, op. cir„ p. 51. 
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revenue is, as usual, preceded by village surveys, recording of rights, 
classification of soil according to productive capacity, etc. The pro¬ 
ductive capacity is estimated with reference to the yield of an or¬ 
dinary crop whose money value is found out, on the basis of the 
average price of the preceding 20 non-famine years. From the gross 
produce are deducted the necessary expenses in order to ascertain 
net produce. Allowance is also made for seasonal variations, Un- 

E oductive areas, traders’ profits, distance from the market, etc, 
md revenue demand is fixed at 50% of the net produce. Actually, 
however, much less is charged, a 50% rule is applicable to the best 
land. Some adjustments are made on account of the position of 
the villages, which are arranged in groups, and the nature of 
irrigation facilities available. That is why it happens that different 
rates come to be charged from similar soils. The land revenue is 
settled every 30 years but enhancement is not permissible unless 
prices have risen or the Government has made improvements like 
railway construction etc. The maximum enhancement permissible 
is 18|%. 

(c) Bombay. Here again, as a step towaids assessment the 
whole process of delimitation of boundaries, determination of sur¬ 
vey numbers and classification of soils is gone through. There is at 
first group classification of land based on a number of factors, eg. t 
configuration, climate, rainfall, standard of cultivation, labour sup¬ 
ply and wages, variations in the cultivated area during the preced¬ 
ing 30 years, prices, crop fields, expenses of cultivation, rental 
values, etc This is known as anne-wari classification, standard land 
being called the 16-anna land. A standard rate of assessment is 
fixed with respect to such land but the standard rate is not to exceed 
35% of the preceding 5 years’ average rentals of the lands in ques¬ 
tion. The assessment of each holding depends on its class. If it is 
12-anna land then the rate applicable to it will be Hhs of the stand¬ 
ard rate. 

The Bombay land revenue system was formerly empirical, a lot 
of discretion being given to the settlement officer. But rental 
value has now been legally fixed as the basis of maximum 
assessment. 

The Bombay Land Revenue Code (1939) imparts to the system 
of land revenue much-needed elasticity by empowering the Govern¬ 
ment to change the land revenue demand in any year on the basis 
of a change in agricultural prices 

At the time of resettlement, land revenue can be enhanced but 
up to a maximum of 25% for the whole group and 50% in the case 
of an individual village or survey number. Improvements made 
by the cultivator himself cannot be regarded as a ground of enhance¬ 
ment, 

9. Basis of Assessment. From the rapid survey of land 
revenue systems given above it is clear that the basis of assessment 
is the rental, though it is called‘net assets’or ‘net produce’. Ilk 
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other words, the assessing authority takes into consideration what 
the landlord receives from a tenant or what he would have received 
if he gave out the land to some body else for cultivation. No heed 
is paid to the expenses of cultivation or the profits of cultivation. 
This is very unfair. In India—a country of growing population-pres¬ 
sure on the soil, where avenues of employment are limited and 
where an overwhelming majority of the people must fall back on 
land as a means of livelihood—the rents will naturally be high, much 
higher than what tenants could afford to pay if they carried on 
agriculture as a business proposition rather than as a mode of living. 
It is not, therefore, fair to take rental as the basis of land revenue. 

When agricultural prices fall, as they did in early ’thirties, the 
cultivator undergoes a positive loss. His income does not cover even 
the wages of working members of the cultivator’s family. They have 
thus to share for the benefit of the landlord. According to Prof. 
IJrij Narain, the landlord’s share contains a large element of loot 
^nd ^Goyerupi^nt’s land revenue is a share of this loot.*’ 

The Punjab Land Revenue Committee (1938) quoted statistics 
to prove that only during depression the present mode of calculating 
the net assets worked to the disadvantage of the owner-cultivator. 
Prof. Rrij Narain challenged these figures and said they were 
'cooked’ and useless for scientific purposes, e. g. the wages of an 
adult worker were calculated on the basis of Rs. 120 a year which 
is ludicrous. Prof. Rrij Narain was able to prove, by taking a 
reasonable figure for the wage, that landlord’s net assets were higher 
than owner-cultivator’s net assets. The whole issue hinges upon 
rates of wages taken. The Punjab Committee was not prepared to 
change the definition of net assets and was in favour of continuing 
the present system. 

Most of this discussion is now academic as the abnormal rise in 
prices has altered the whole situation and has increased the paying 
capacity of the owner-cultivator. The rebate of 25% recommended 
by the Punjab Committee may meet the inequalities, if any, arising 
out of the indirect estimates of the owner-cultivator’s net assets. 
In a slump, apart from remissions and suspensions and temporary 
relief, the sliding scale system introduced in the newly settled areas 
of the Punjab should considerably lighten the land revenue burden 
on the small landholder. In Bombay, too, there is a such provision. 

When all is said, the fact remains that the ‘net assets’ are land¬ 
lord’s net assets and have no reference to the costs of cultivation 
or the net profits of cultivation. The just basis of assessment would 
be profits arising out of cultivation as is the case with income-tax. 

iOf The Incidence of Land Revenue. Is the Land revenue 
burden excessive ? the defenders of the policy of Government 
have argued that the burden is far from heavy. Historically the 
charge is considerably less now than it was either under the Hindu 
or the Muslim rulers. Thus Manu took from l/12th to I/I0fch of 
the gross produce , and in “times of war or other public calamity” m 
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much as l/4ih»* The share was more under Akbar. The jSikhs la 
the Punjab took even more. As a rule the demand under the Sikhs 
varied from two-fifths to one-third of the gross produce The British 
fixed the maximum demand at one-half of the net assets, though 
actually it came to less than 30 per cent, of the rental. Measured in 
terms of gross produce the average charged for three years ending 
ending 1936-37 was only 6*7 per cent. “If we were to take the last 
three pre-depression years,” wrote the Punjab Revenue Committee 
(1938), “the proportion would probably be less than 5 per cent. 
Cdmpaie with this the 33 to 40 per cent taken by the Sikhs a hun¬ 
dred years ago.” a 

The average land revenue per cultivated acre in the Punjab 
came to Rs. 1-9-2 for three years ending 1936-39. 

The following figures 3 give incidence of land revenue per culti¬ 
vated acre and per head of poptilation in 1939 in some important 
provinces of India : 

INCIDENCE OF LAND REVENUE IN 1939 


Province 


Per cultivates 

Per head of 

Bengal im¬ 


Rs. 

acre 

As. 

P. 

pu 

Rs. 

puLtion 
As. P. 

permanent Settlement 

• • 

1 

4 

0 

0 

12 

0 

Temporary Settlement 


3 

4 

0 

0 

11 

O 

Oudh — 

Permanent Settlement 

... 

I 

6 

0 

1 

15 

0 

Temporary Settlement 

- 

1 

15 

0 

1 

9 

0 

Punjab i 


1 

15 

0 




Bombay :— 

Ry otwari 

.. 

1 

11 

0 

1 

15 

0 

Madras : — 

Hy otwari 


2 

8 

0 

1 

15 

0 

Zamindari 

,. 

1 

6 

0 

0 

14 

0 


Thus the supporters of the present system argue that (1) the 
burden of Jand revenue per acre as well as per head of population is 
extremely low and as compared with what is used to be in the past, 
it is insignificant; (2) it is asserted that even if this burden was abo¬ 
lished it would go to a class of rent-ieceivers and would not benefit 
the actual cultivator ; 4 (3) it is suggested that the prosperity of the 
cultivator increased under British rule while the tax burden was 
reduced, and finally (4) that the land revenue is not a tax but 
rent, and as such it does not enter into the cost of production and 
does not affect the prosperity of the cultivator. 

Whether the land revenue is a rent or a tax is a controversial 
issue which we shall examine presently. As regards the other argu- 

1. Taxation Enquiry Committee Report (1924-25), p. 39. 

2. Report, p. 11. 

3. Taken from Wadia and Merchant; Our Economic Problem* p. 24<L 

4. Anstey * op, oit., p. 377. 
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ments given to support the thesis that land revenue is not a serious 
burden on the Inman peasantry, the following reply may be given:— 

(t) Under the Hindu and the Muslim rulers the land revenue 
was fixed and oolleeted in kind. Therefore its burden varied with 
the capacity of the assessee to pay. At present even though re¬ 
missions and suspensions are granted, the charge being fixed in 
cash, it becomes very oppressive when prices are low. The (.mount 
and methods of collection now are much more rigid than they used 
to be under the Indian rulers. 

(n) The pressure on land considerably increased during the 
British period due to increase in population and decay of handi¬ 
crafts. Even after a high percentage of gross produce was taken 
away by Indian rulers the total pioduce per family being larger the 
residue was enough to maintain them in their customary comforts. 
Now the land per family is very smdl and hence their total produce 
is hardly enough to maintain them for a year. Even a small 
portion of this supply, if taken away, may impose painful burden 
on the family resources. 

(tit) Even if w© accept the proposition that the present 
burden is lighter than it used to be several hundred years ago, it 
does not justify the present burden if it is an unjust one. We must 
not apply the 16th century standards of justice when we are living 
in the 20th century. Wo must judge the incidence of the lend 
revenue on its merits, according to modern theories of taxation. 

(iv) To say that the benefit of abolition will go only to the 
rent-receivers will hardly stand examination. Many land revenue 
payers are peasant-proprietors ; they will be directly and immedia¬ 
tely benefited from any reduction or abolition of this charge. As 
regards the big absentee landlords (if they have to continue at all) 
the burden is too light rather than too heavy. TJ ey should pay 
higher amount not as land revenue but as tax on agricultural 
incomes. 

(v) As regards the increase in the prosperity of cultivators this 
is not a definitely established fact. Opinions differ whether the 
average cultivator today enjoys a more wholesome food, clothing 
and health than he used to in centuries gone by. Even if his 
poverty has decreased (we can hardly talk in terms of prosperity), 
that is no justification for putting a burden on him for which his 
economic capacity does not befit him. Have the classes who have 
really prospered under the British rule paid their quota in similar 
proportion ? 

(vi) The real reason why relief is denied to the peasant-culti¬ 
vator is that if uneconomic holdings are exempted from land 
revenue, the effect on Government finances will be disastrous 

Whatever be the nature of land revenue, it must be adjusted to 
the taxable capacity of those who pay it and it must be levied in 
accordance with the well-known canons of taxation. The most 
important canon, viz. y Equity, will be satisfied if uneconomic 
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holdings are exempted from land revenue and if the principle of pro¬ 
gression is introduced Further, it must be made elastic by making 
it adjustable to climatic conditions and price changes. 

ulJ Tax or Rent- Whether the land revenue is a tax or rent 
is an^md controversy and has little practical bearing on matters of 
policy. Badtn Powell has called it a profitless “war of words’’. 
Even if we agree that the State in India is the universal landlord, 
and hence the land revenue is a rent, this does not justify the im¬ 
position of this charge without reference to the welfare of the 
people, Even a landlord, if he is enlightened, may exempt unecono¬ 
mic holdings from rent. When the landlord is also the State the 
welfare of the subjects, and not any theoretical right to the impo¬ 
sition, should be its x>rimarv consideration. If the small holder re¬ 
quires relief, he must get it whether the payirn nt lie is making as 
land revenue is theoretically regarded as a tax or a rent. 

Whether land revenue is rcnl or lax will depend on the answer 
to the question : “Who owns land ?” It will be rent if the State is 
the owner, and tax if people arc the owners. There is little evidence 
to prove that the State in India is the landlord. The State in India 
cannot base its claim to ownership of land on history. According 
to Wilson, “The proprietary right of the sovereign derives no 
warrant from the ancient laws or institutions of the Hindus and is 
not recognised by modern Hindu lawyers as exclusive or incom¬ 
patible with individual ownership.” As for the Muslim law, we 
have got the authority of Col. Galloway : “The soil was the property 
of the cultivators as much as it could bo Law gave no power, 
policy gave no motive to remove him, to disturb him so long as he 

paid his taxes.The right of the Indian husbandman is the 

right of possession and of transxer. In what respect then, is 

his right of property inferior to that of the English land-holder ?” 

Even in modern times, the State in India has not claimed the 
right to the ownership of land. As Baden Powell has pointed out 
with regard to the Zamindari tract, Government has definitely stated 
that property right in the soil “has been declared vested m the land¬ 
holders”. In Ryotwari districts the State has a “residuary right” 
with regard to vacated and waste land, but has no power to eject a 
cultivator ‘^except as a result of process in default of revenue pay¬ 
ment.” “Hence,” he concludes, “the ‘recognized ownership’ of 
Government does not exist at ad in a large pari of India, and in 
other parts only in a very qualified manner.” 1 State being not the 
landlord, land revenue cannot be called a rent. 

But this charge contains features of a tax as well as a rent. 
Since it is a compulsory levy of the State periodically collected it 
resembles a tax* But since almost 2 all lands have to pay it and it 
has no element of progression, and in some provinces it is in addition 
to a tax on agricultural incomes leviable also in others, one might 

1. Quoted by V. An«fcey, op. cit., p. 376. 

2. Some lands are revenue free grants. 
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think it as a rent* “Perhaps it would be nearest to say/’ remark** 
Vera Anstey, “that it is a tax on rent, and that as a large propor¬ 
tion of the actual cultivators in India is in a sense ‘land-owners, 
there is no doubt that the Government is receiving as revenue an 
income that would otherwise go into their pockets,” 1 

But whether it is a rent or a tax, it is a charge made by the 
State and hence it must be adjusted to the cultivators* “faculty to 
pay” and must be made to conform to the well-known canons of 
taxation. 

12* Does the Indian Land Revenue satisfy the Canons of 
Taxation ? Equality, Certainty, Economy, Convenience, Elasticity, 
Productivity and Simplicity are the well-known canons of taxation. 
The amount to be paid is certain but the basis of assessment iB not 
clearly understood. It thus lacks simplicity and only partially 
satisfies the canon of Certainty. Convenience is satisfied as land reve¬ 
nue is collected in instalments and at the harvest time. The land 
revenue establishment has a. big bill but it cannot be considered all 
as cost of collection, as the revenue staff performs other administra¬ 
tive duties too. Hence ‘Economy* canon cannot also be regarded 
as infringed. The canon of Productivity is satisfied as the yield of 
this tax is very large and is the mainstay of the provincial Govern¬ 
ments. It, however, lacks elasticity, for either it is fixed in per¬ 
petuity, as in Bengal, or for 30-40 years. In Bombay and the Punjab, 
however, a measure of elasticity has been imparted to land revenue 
in recent times. The most important canon, viz., Equity, is violated 
in the fact that even uneconomic holdings have to pay land revenue 
and there is no progression. The land revenue is, therefore, oppres¬ 
sive and iniquitous, on the whole. 

13* Is Land Revenue Rent in the Ricardian Sense ? Accor¬ 
ding to Ricardo, rent is a surplus above costs. But in India most 
of the land-holdings are uneconomic leaving absolutely no surplus. 
Land revenue in such cases impinges on the barest means of sub¬ 
sistence. Not to speak of a surplus, even the minimum costs are 
not recovered from income from land. Tf the farmers were to 
calculate the wages of those members of the family who work on the 
field and add them to costs of cultivation, agriculture, in normal 
times, will be in most cases a losing proposition. 

On the other extreme are the big landlords on whom the land 
revenue sits very lightly. In their case it may be much less than 
the economic rent. In between these two extremes land revenue 
may coincide with Ricardian rent but that would be by accident 
and not by design. Actually there seems to be no necessary con¬ 
nection between our land revenue and the Ricardian rent. 

14- Lines of Land Revenue Reform. The Indian land revenue 
system has evoked devastating criticism both from the experts 
and the lay politicians. Jt largely rests on the maxim : 4 An old 


1* V, Anstey, op. cit., p. 370* 
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tax is no tax/’ The main objections to the present system of land 
revenue are; 

(m) The burden is oppressive on the majority. 

(b) It violates the canon of equity as there is no mininiuitt 

exemption and no progression, 

(c) The basis of assessment is unjust and obscure, , 

(d) The system lacks elasticity as the land revenue is fixed 

either permanently or for a long period of 30—40 yearn. 

(e) There is rigidity in collection. 

As far as the reforming of the present system is concerned, m 
already said, whether the land revenue is a tax or a rent is a matter 
of no consequence. Various kinds of suggestions have been made to 
improve the present system Usually two objects are kept in view 
in this connection : (t) relief to the holders of very small holdings ; 
(it) more equitable distribution of the burden of taxation as bet- 
ween the larger land revenue payers and payers of other forms 
of taxes, 

The various suggestions for reform may* be indicated as under: 

(1) Abolition of the Permanent Settlement, This we have 
already considered and approved. 

(2) Some suggest the abolition of the land revenue as such and 
substitution in its place of an income-tax on incomes derived from 
agriculture. 

\3) Others would like to apply the principles of income-tax to 
land revenue, i,e. t exemption of small holdings and imposition of a 
graduated rate on larger owners. 

(4) Finally,*some writers expose the defects of the manner in 
which net assets are calculated, especially in the Punjab, and would 
like to make this estimate more scientific. 

15- Relief to the Small Holders. One school of thought 
suggests the entire abolition of the land revenue charged. The 
abolition of land revenue aims primarily at relieving the small holder 
of the burden of this payment. Tn this connection, several questions 
have to be carefully considered before any decision can be taken. 
They are 

(i) Is it desirable and justifiable on political, economic and 
ethical grounds that the small holder should he entirely freed from 
making any direct contribution to the revenues of the 8tate ? 

(tii If he is given this relief, how far will it improve his 
standard of living or methods of production ? 

(m) What will be the extent of the financial loss to the Govern¬ 
ment ? Gould this loss be made up by alternative sources ? If not, 
what are to be the likely consequences of this curtailed Government 
expenditure on the welfare of the people-“including the exempted 
small holders ? 
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* Let us consider these questions. 

(i) The land revenue assessment and collection necessitate the 
keeping of records of land, its produce anti property rights, etc , and 
these records are of great value to the administrator and the © 00 * 
nomiet. Politically land revenue payment is linked with the voting 
right, though some other system of suffrage could be devised. But 
these are only incidental advantages. The system must be justified 
on more fundamental grounds. The Punjab X^and Revenue Com¬ 
mittee drew atteni ion to the ethical and social aspects. The land 
owner, especially in the Punjab, enjoys special privileges 1 2 and pro¬ 
tection given by the State. Hence he should make some contribu¬ 
tion to the State treasury by virtue of his being a landholder. One 
witness 1 asserted that the small holder would not like being exemp¬ 
ted from the land revenue charge which enhances his self-impor¬ 
tance, dignity and izzat. This appears very doubtful. Small holders 
would jump at the idea of exemption. As regards the “privileges'’, 
th« protection given by the State to a class liable to be exploited by 
tbe still mote privileged classes, cannot be put forward as a justi¬ 
fication for imposing a taxon the former, if they have no capacity 
to bear this burden and if other classes are not taxed to the same 
degree of burden. Hence land revenue charged from the small holders 
cannot he justified on economic, political or ethical grounds. 

Regarding No. (ii) above, Mrs. Anstey holds that “judging from 
past exx>erience, it appears likely that pait of the increased income 
would be squandered on increased expenditure on ceremonies, and 
that the rest of it would be swallowed up by an increase of popula¬ 
tion, rather than in any improvement in the standai d oi life or 
methods of cultivation.” 3 This again, is a very flimS 3 r argument. 
Does the Government, while considering taxes on other classes of 
population, probe ihto the way the money would be spent if the tax 
is reduced or abolished ? Certain social ceremonies are as important 
to the poor cultivator as are various kinds of recreations and social 
expenditures to the better placed classes. Of course the poorer 
sections should be instructed as to the manner m which they can get 
the best advantage from their srnali incomes. This should be done 
by extending educational facilities—not by taking away a part of 
their meagre incomes in the form of a tax. 

1. “The lend of these agricul urints cannot be sold in execution of a 
money decree or morttraped to a non agriculturist for more than 20 years. A 
landowner cannot be evicted by a civil court without the in ten ent ion of the 
revenue authority, and he is entitled to retain enough land for the maintenance 
of himself and hie family. His plough, cattle, implements and seeds cantt^t 
be attached. If he is sued and his interest obar-es exceed cectiin statutory 
limits, they can be reduced. The burden ot proving that co eider ntion is on 
the money-lender nor can a decree be passed against him for mure than twice 
the principal. When he dies his ancestral land is not liable for the payment 
of his debts unless ch«rged upon it. Finally under an Act of Ui34 Conciliation 
Boards are being set up all over the province to settle his debts.” Report 
p. 74, 

2. W ritten memorandum by Sir G. de Montmorency* Report, p. 176* 

3. Anstey s op. oit., p. 377. 
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\iii) Finally, we come to the financial consideration. If land 
revenue is abolished and an income-tax is imposed on agricultural 
incomes with the usual exemption limit, the revenue of the Govern* 
meat will fall very seriously. Even from the bigger landlords the 
income-tax charge will bring much less than the land revenue 
charge. The latter is roughly 25 $pr cent of their net income from 
land. The average income-tax rate will be much less. Even giving 
exemptions to small holders without abolishing the charge on the 
larger land-holders will mean a serious curtailment of revenue. The 
Punjab Committee estimated that if those who paid less than 
Bs. 500 (with net assets of R*. 2,000—same limit as income-tax) 
were exempted, the total “land revenue will be reduced from Rs. 4§ 
crores to 30 to 40 lakhs.” 1 Even if incomes up to Rs. 250 were 
exempted, the Committee estimated the* loss at over Rs 2$ crores. 
In terns of land revenue if only those who pay Rs. 10 a year or 
less are exempted, the loss to the G >vernment will be to the tune of 
Rs. 78 6 lakhs. Thus while Rs. 10 a year will make no significant 
change in the economic position of the small holder it will create a 
serious gap in the finances of the Government and will curtail useful 
activities of the Government unless this gap can be made up from 
some other sources. "In a poor country like India,” in the words 
of the Punjab Committee, ‘ the amount of revenue that can be 
raised from the better-to-do classes is not very Urge, and the process 
commonly known as ‘soaking the rich,’ which is fruitful enough in 
a wealthy country like England, has only a very limited scope in 
India. If any considerable sum has to be raised, it cannot be easiiv 
done without spreading the fiscal net over the whole community and 
levying a small sum on as many people as possible.”* 

We are inclined to agree with this view. Unfortunately, it is 
impracticable to relieve the small holder from the entire burden of 
land revenue. We, however, endorse the reeommendati m of the 
Punjab Committee in which they recommended 8 relief to the owner- 
cultivator by reducing his charge by 25 per cent after assessment at 
the usual rate. 


Suggestions for further reading 

1. Nanavati and Anjaria— 1 The Indian Rural Problem, Ch. Ill, 
pp. 49-63, Ch. VIII. 

2. Brij Narain—India Before and Since the Crisis. Agricul¬ 
tural Worker and Punjab Land Revenue Committee. 

3. The Punjab Land Revenue Committee Report- (1938). 

4. The Bengal Land Revenue Commission (1938-40). 

5. Taxation Enquiry Committee Report, 1924-25. 

6. Jathar and Beri - Indian Economics, Vol. I, Ch* XII. 

7. Wadia and Merchant—Our Economic Problem. 

1. Report, p, 72* 2* Report p. 73. 

3. Report, p, <*4. 
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Indian Industries in Retrospect 

1. India’s industrial past has a specially heartening message? 
for us in the present* India had attained a very high position in the 
world of commerce and industry when the rest of the world was still t 
in a semi-civilized state. “At a time when the west of Europe % the j 
^irth-place of modem industrial system, was inhabited by uncivili-< 
£53 tribes, India was famous for the wealth of her rulers and for 
the high artistic skill of her craftsmen.” 1 Edward Thornton also t 
remarks in a similar vein : “Ere yet the pyramids looked down upon 
the Valley of the Nile, when Greece and Italy, those cradles of Euro¬ 
pean civilization, nursed only the tenants of wilderness, India wage 
the seat of wealth and grandeur.” 2 Egyptian mummies dating! 
from 2000 B C have been found wrapped in India muslin of the! 
finest quality.” 8 Marco Polo, visiting Jndia in the latter part of I 
the thirteenth centuiy, said that India was keeping up its ancient 
icputaticn as one of the chief marts of Asia. Such quotations can 
be easily multiplied but it is hardly necessary 1o do so. It ia 
generally recognized that India can show a brilliant—almost a 
dazzling—recoid of her past achievements m the field of Industry. 

2* The Decline of Indian Industries. But this enviable posi¬ 
tion that India had built up was not destined to last for ever. A 
number of factors conspired to demolish this proud stiucture of ours. 

(i) Extinction of old Indian Courts . Indian industries prospered 
under the fostering care of the indigenous courts which disappeared 
with the consolidation and centralization of the British Power. 
Naturally, these industries could not survive when their patrons- 
disappeared. 

(it) Adverse Western Influence. The new aristocracy educated 
on Western lines was a poor substitute for the old Indian nobility. 
As Dr. Anstey remarks : “Richer classes in India began to adopt 
Euiopean fashion and eitlur purchased imported goods or were 
content with <hea]er indigenous preducts sold to Europeans that 
previously they could have scorned.” There was a craze for every¬ 
thing Western. 

(in) The Brltbh Policy at Pome and in India . In their desire* 
to develop their own industries and protect them from foreign 
competition, British Parliament imposed almost prohibitive duties 
on Indian cloth. Between 1700 and 1829 dyed calicoes were alto¬ 
gether prohibited and certain other types had to pay duties varying 

1. Keporfc ol the Indian Industrial tvmmi Psion, 1918, p. 1. 

2. Thornt&n, Edvard —Bietory o f Brttnh Empire m India, 1841. Vok I* 

p. 3. 

3. Kanade— Essay on Indian Economic* t p # 171. 
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ffrom 30 to 30%. R, C. Butt mentions in a letter dated 17-3-1700, 
written by the Directors to the B*st India Company authorities in 
India, asking them to encourage the production of raw silk and 
discourage the manufacture of silk fabrics and to force the weavers 
to work in the Company’s factories. Professor Horace Wilson 
remarks ; * Had not such prohibitive duties and decrees existed, 
the mills of Paisley and Manchester would have been stopped in 
their outset and could scarcely have been set in motion even by the 
power of steam/’ Again, “The foreign manufacturer employed the 
arm of political injustice to keep down and ultimately strangle a 
competitor with whom he could not have competed on equal terms/* 

The subordinate Government in India faithfully dittoed the 
policy of the Home Government. Every effort was nude to dump 
English goods in India and discourage and suppress the Indian 
manufacturers. 

(vi) Competition of Machine-made Goods. A very important 
cause was the competition of machine-made goods, facilitated and 
rendered m >re effective by the devei >pmeat of the means of 
communication and transportation. Tue old hlnlicrtftsin which 
the craftsmm took an inordinately long time in miking an article, 
however be lutiful and artistic, were b mad to wither iway in the 
face of the Industrial Revolution that had taken place in foreign 
countries. 

The present position is that some of the ancient industries 
have survived and several modem large-sctie mimtnes have also 
been developed. In this chapter we shall study the col tage indus¬ 
tries and in the next and subsequent chapters modern Large-scale 
industries and their problems. 

Collage industries. 

3. The Role of Small-scale Industries in Modern Industrial 
Structure- India occupied a leading position in the industrial 
world in the past. The old Indian industries were mostly carried 
on a small scale ami belonged to the '‘cottage’’ category. We 
have also seen that on account of some adverse circumstances, the 
Indian industries, which were once m a very flourishing state, began 
to decay. 

But it is wrong to think that a large-scale industry can kill a 
small-scale industry altogether. As Prince Kropotkin remarks : 
‘‘Only a superficial and bookish acquaintance with industry could 
permit the economists to assort that law (necessary dnappe trance 
of the small industry) for half a century without attempting to 
prove it. The petty trades are not killed and cannot be killed :* 
like Proteus they ever change their aspect/’ 1 Small-scale production 
has advantages of its own. 

In recent times, small-scale industry has been helped specially 

1* Qui ted by Suhasr&buddhe in a paper read in tue Industrial Coatei\»atje 
m 1912. 
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by Feme new favourable factors, e.g., the development of cheap 
electric power whir h can be supplied in small units, growing taste* 
of the richer classes for artistic and luxury goods, the growth of the 
Co-operative movement and wide diffusion of technical knowledge. 
We thus find successful small industries existing side by side with 
the large scale industry* They can be complementary rather than 
competitive* 

Even in countries which are the classic lands of big business, 
small-scale industry occupies a definite and important place In 
France, more than 99 per cent of the industrial establishments 
employ less than 100 workers each. In Germany, 12 0 per cent of 
the tttal population derive their livelihood from handicraft work. 
In the highly industrialized city of Birmingham, at lenst 50 per 
cent of the industrial establishments arc small scale employing less 
than 50 workers. 1 In Japan, 53 per cent of the industrial population 
still gains its livelihood in small undertakings employing less than 
five workmen. 2 In Belgium, Holland and Switzerland seveial types 
of goods are manufactured on a small scale. In the IJ. S. A it has 
Wen estimated that email business makes up 92*5% of the IJ. S* 
business establishments, employs 45% of the eountn'b workers 
and handles 34% of the volume of business ” 3 In almost every 
country the small-scale mdustiy is alive and kicking and play a 
very important role. 

4. Causes of the Survival of the Small-scale Industry in 
India. When large-scale industry has not been able to squeeze the 
small industry out of existence in the countries in advanced stages 
of industrialization, it is not difficult to understand the persistence 
in India of the cottage industries. In spite of competition from 
home and abroad, the cottage industries in India have managed to 
live. The causes that account fin the survival of the cottage in¬ 
dustries can be briefly stated thus : 

(1) Inertia and stay-at home habits of the cottage worker have 
kept him moving in tire old grod\e. This coupled with the lack of 
aTfemative openings has made the worker either unwilling or unable 
to leave his hereditary occupation. 

(2) Prevalence of the caste system is responsible for the 
perpetuation of the caste occupations even when they have ceased 
toTTtTpaylngr 

(3) Working in one’s own house assisted by the loving hands of 
the members of one’s own family and workin g at on e’s own will 
hjJXILfipf their own attractive side. The atmosphere fi very con- 

* genial. aiicTit gives'EM a feeling* of being a master in a place of 
business. Even a semblance of independence, if not the substance, 

1. Radi a K»mal lVJukerje ©—Economic Problems of Modern India, 1941, 
j p. 20-25. 

2 Bubbaiti —Eastern Industrialisation and its Effects on the Weet f 
1938, p. 114. 

3. Indian Idfcctd CoauruBsion (1949-50), Report p* 101 
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1# not worth throwing away, especially when there are long ***& 
honourable traditions behind a craft, 

(4) Agriculture, which is the occupation of about 65 per cent 

affords at best only seasonal employment and there is 
enforced idleness for three or four months in the year among agrtcul* 
turists. There are several supplementary industries which can be 
dovetailed with agriculture. They have, therefore, been continued 
as a “second string to the bow.” 

(5) There is Still in India a large number of people who.. ap*„ 
predate and are prepared to pay for a work of art. Their patronage 
has arrested the decline of many an old craft. 

(6) There are certain articles, the demand for which is local* 
fitful or too limited, and they, therefore, do not lend to machine 
production. They have to be produced by cottage industry. 

(7) The ability of the cottage worker to introduce an element 
of variety to suit the tastes of different shades of customers has 
stood him in good stead and saved him from extinction. Proxi* 
mity to market enables him to study better the wants of his 
customers and acquire an intimate knowledge as to what would 
satisfy them most. 

(8) The isolation of the village has not yet been completely 
broken and many village crafts still thrive in places inaccessible to 
the machine-made goods, 

(It) Some artisans have adapted themselves to the new con¬ 
ditions and have saved their craft by taking advantage of new 
materials or new tools. The weaver has taken to the mill made 
yarn and the flying shuttle, the dyer to the synthetic dyes, the tailor 
to the sewing machine, the brass and copper-smith to the sheet 
metal and blacksmith to the machine-rolled sections. 

(10) The Indian tastes in recent* times seemed to have veered 
round to some extent, and hand-made goods are again in favour. 
Indian sentiment now favours and strengthens the “buy-Indik'” 
campaign and the cottage industries have derived some benefit. 
Mahatma Gandhi has lent his powerful support to many tottering 
crafts. 

(11) The Central and State Governments, too, in recent years 
have given liberal grants for fostering the cottage industries. The 
Indian National Congress has made the development of cottage 
industries its special concern. 

These are some of the factors which explain the wonderful 
vitality manifested by the cottage industries in India. As the Fiscal" 
Commission (1949-50) points out: “If these various elements of social 
cost (cost of housing, public utilities, cost of social security and cost 
of deviating from traditional modes of living etc.) are taken into 
account, the gap between the unit cost of production in a cottage or 
small-scale industry and in a large-scale industry will be consider¬ 
ably narrowed down. Even from the point of view of private costa 
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of production it may be pointed out that modern trends of technolo¬ 
gical progress are redressing the balance in favour of certain types 
of cottage and small-scale industries.” Hence in modern times the 
relative position of cottage industries is being strengthened by 
technical developments. 

5 Present Position of Cottage Industries. AH eottage in¬ 
dustries in India are not in the same position, Their present com 
dition varies with the intensity of machine competition which each 
has to face. Some crafts have died out altogether. Dacca muslin, 
for instance, will not be heard of any longer. There are others in a 
dead-alive condition, e.g.> hand-spinning, and there are still others 
like hand-loom weaving which in recent years have shown signs of 
rejuvenation. 

India still remains a country of small-scale production from 
' which the bulk of its population derives its subsistence. The whole 
of the retail trade is of course a small-scale business. Agriculture 
is carried on on a small scale. Besides, there arc numerous industrial 
arts and crafts offering employment to millions of people in the 
, country—Dr. Radha Kama! Mukerjee thinks 14 millions is an 
underestimate, 1 Handloom weaving alone employs 5 million people, 
i e. y equal to the number employed in all organized industries.* 
; There are innumerable small factories or workshops dotted all over 
\ the country, and in Calcutta alone their number is estimated to be 
more than 10,000. 3 

Prof. Radha Kamal Mukerjee has given a long list of cottage 
industries which are still being carried on in different parts of the 
country. 4 To mention only a few: Basket-making in several 
villages of Jaunpur, Allahabad and Banaras districts ; coir-spinning, 
wicker work and mat-making in Malabar and Southern and Eastern 
Bengal ; silk-worm rearing in Assam, lac and toy manufacture in 
Meerut Budaun, Mirzapur, etc ; (U.P.), at Bolpur (Bengal), Chenna- 
patna (Mysore) and Kondapalle (Madras) ; carpet-weaving at 
Amritsar, Mirzapur and Banaras ; silk-weaving in Murshidabad, 
Malda Madura and Bhagalpur ; artistic clay modelling in Mirzapur 
(U. P.) and in Nadia (Bengal); lungis and sarees at Tinnevelly 
(Madras); glass bangles at Fatehpur and Firozabad (U. P.). Dr. 
| Mukerjee remarks : “Every district contains one or more villages 
| where cottage production like cloth and silk weaving, wood-work, 

I geld, silver, copper, bell-metal, lacquer, bamboos, cane, pith, rattan 
] and leather work is carried on to a high standard of artistic excel- 
f len3e.” Hand-loom spinning and weaving are carried on all over the 
country. Soap-making is also being extensively carried on. 

In the Punjab several cottage products have acquired great 
celebrity, e*g., carpets of Amritsar, durries of Ambala, furniture of 

1 Economic Problem# of Modern India, 1941, p. 20, 

2. Ibid, p. 25. 

3. Harold Butler— Problems of Industry in the East , 1938, p. 13. 

4 Vide Economic Problems of Modern India , 1941, pp, 14-21, 
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Kartarpw, woollen blankets of Panipat and Kula, hosiery goods of 
Ludhiana, locks of Rupar, woodwork of Hoshiarpur, tubs and 
buckets of Jullundur City, silk material of Amritsar and Jullundur, 
Khadi industry of Ludhiana, agricultural implements at Batala and 
Jullundur. 

We may now consider some important cottage industries. 

6. Cotton HandUloom Industry. We have already seen what 
a position of incredible perfection had India attained in the past 
in the matter of making cotton cloth. It has been stated that a 
sample examined by Dr. Taylor in 1846 came to 250 miles to a 
pound of staple which, according to modern standards, corresponds 
to 5,245 counts. This is a feat which modern machinery has yet 
failed to accomplish. But this position has been lost completely. 

However, it is wrong to think that the hand-loom industry is 
in a decadent state or that ii is unimportant According to 
the Indian Tariff Board, 1932 (Report, p. 157), the hand-loom 
industry supported not less than 10 million people a number 
exceeded only by agriculture. The same Tariff Board estimated 
the number of hand-looms in the country to be 2,500,000. One 
centre in Bihar alone produced khadi worth Rs If lakh In 
an exhibition organized by the 8eva Sangh Con-ference at Malikand 
in February, 1940, a piece of the line D icc.a muslm was 
exhibited which measures 11 yards but weighed only 10 tolas. 
The consumption of yarn by the hand-looms and the production 
of cloth has been steadily increasing. It has increased iroin 220 
million lbs. and 880 million yards, respectively, in 1900, to 479 
million lbs. and 1,916 million yards in 1938. The improvement 
during the last 20 years has been specidlv remarkable. The hand- 
loom industry is thus neither dead nor decaying, nor by any means 
unimportant. Recently, however, the output has declined The 
Ministry of Industry and Supply estimated it in 1949 at 1,200 
million yards. 

The hand-looms turn out specialized types of cloth which fire 
not suitable for mass production. Further, the hand-made cloth is 
considered by many to be much better than miII-made cloth, for it 
Is thought to be cool in summer, warm in winter, and absorbent of 
perspiration. Cheapness and simplicity of weavers’ appliances, 
conservatism and inertia of the w eavers, pleasure of working in 
one’s own home with free and willing assistance of the inmates and 
proximity to the market are some of the other factors which are 
responsible for the survival of the hand-loom industry. 

The Indian National Congress and Mahatma Gandhi, in parti¬ 
cular, through the activities of the All-India Spinners’ Association, 
have assisted in the revival of this industry. The Government, too, 
has not lagged behind. In 1934 was inaugurated a five-year scheme, 
with an annual contribution by the Central Government of Rs. 5 
lakhs towards the expenditure incurred by the Provincial Govern¬ 
ments In the development of this industry. The Government of 
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India anon need in June 1950 their decision to reserve for prodacti<N% 
certain varieties for hand-looms. 

No doubt much useful work has been done, but owing to the* 
proverbial apathy and conservatism of the Indian weaver, progress 
must needs be very slow. The scattered nature of the industry 
prevents effective organization and the illiteracy and appalling 
poverty of the weavers hamper all kinds of progress. The organiza¬ 
tion of the weavers on factory basis under capitalistic aid and 
direction might remove some of their difficulties. Excise duty, with 
a corresponding increase in the protective duty, may be levied on the 
mill-made doth and proceeds utilized to assist the hand-loom 
industry. If all possible steps are taken to help the industry and 
the process of rejuvenation continues, the hand-loom industry may 
be assured of a respectable place in our economic life. 

In the post-war period the hand-loom industry had to face 
many difficulties, e.g., reduced supply of yarn on account of fad in 
mill production, Indo-Pakistan tension affecting exports to Pakistan 
and loss of markets in Burma and other Far Eastern countries due to 
political upheavals These factors resulted in the paradoxical position 
of a fall in production and a glut in the market. The provincial aid 
to the industry was cut down by the discontinuance of central 
grant in 1947 and policy of prohibition affecting provincial revenues. 
In 1949 the hand-loom industry was involved m a deep crisis. As. 
a measuie of aid to the industry, the Government of India exempted 
hand-loom cloth from export duty. A scheme of export to 
foreign countries was prepared. The Government offered to buy 
one-third of its requirements from the hand-looms. Special con¬ 
cessions were granted in freights. The crux of the problem is a 
regular supply of yarn of the requisite quality. For this purpose a 
certain proportion of the country’s spindlage should be reserved for 
the hand-looms. 

7. Silk Industry. The silk industry in the past was one ol 
the flourishing industries of India. Indian-made silk cloth found 
ready markets abroad. But causes similar to those affecting the 
cotton hand-loom industry, adversely affected the Indian silk industry 
too. Appearance of artificial silk w r as another nail in its coffin. 

The position of the Indian silk industry is, therefore, far from 
being enviable. The Indian silk is being looked down upon even in 
the home market. The reeling is so bad that the home weavers 
prefer to use silk reeled in China and Japan. The Indian silk is 
exported in the waste form so that the reeling may be done abroad 
Kashmir, Mysore and Bengal &re the important centres of the 
industry, and among the chief cities engaged in silk weaving may 
be mentioned Murshidabad, Tanjore, Banaras, Surat, Amritsar and 
Madura 

In recent times the decaying silk industry has attracted the 
attention of the Government tad of the patriotic Indians who have 
shown an increasing tendency to patronize home-made goods. In 

the Government set up the Imperial Sericulture Cotomittee l<$ 
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«®pourage the production of disease-free seeds and eradicate silk- 
worm diseases. Also, an annual grant of Rb. 1 lakh forfive yeara 
was given by the Central Government in 1935 for the assistance of 
the industry. High import duty on silk and the protection granted 
in 1934 have also been helping the industry. 

The Government has constituted a Central Silk Board to pro¬ 
mote the development of raw silk industry. Its main functions are 
to undertake and encourage scientific and technological research f 
improve methods of mulberry cultivation, rear, develop and distri* 
bute healthy silk-worms, supply technical advice, improve the mar¬ 
keting of silk, collect statistics and advise the Government on the 
development of the industry, It is hoped that the activities of the 
Board will, in course of time, lead to the healthy development ol the 
industry. 

8. Woollen Industry. The most important woollen manu¬ 
facture $ are shawls, carpets, blankets, felts, puttoos and pashmina. 
At one time all these branches of the woollen industry were quite 
prosperous, but circumstances in modern times were not favourable 
to the continued prosperity of the industry 

Shawls of Kashmir were once very famous and commanded 
fabulous prices The decay of Indian princedoms led to a serious 
contraction almost an extinction, of th* home demand. But the 
demand from the Europeans arrested the decline of the industry to 
some extent Euiopean demand, however, was for the distinctly 
cheaper and, therefore, inferior shawls This led to the deterioration 
of the quality A severe famine in Kashmir in the early ’thirties of 
the last century was a great blow to the industry. The Franco* 
Prussian War of 1871 led to the cessation of European demand, and 
manufacture of shawls at Paisley m England was responsible for 
further worsening the conditions ol the industry. Kashmir Pashmina 
— hand-woven shawls—enjoy great reputation even today and have 
a connoisseur’s market m the Valley itself. Namdas embroidered 
with woollen thread in attractive designs travel very far, as far 
as the USA. 

The carpet industry throve under the fostering care of the 
Moghul Emperors. But it shared the fate of the Moghul Empire* 
With the use of aniline dyes and with the introduction of cheap 
designs under the dictation of foreign markets, all art and quality 
disappeaied from the Indian carpet industry. Gar pet industry* 
therefore, is practically dead as a cottage industry, and most of the 
Indian carpets are now made in factories and jails. Amritsar 
{Punjab), is a very important centre of carpet industry. Other 
centres of the industry are Bikaner, Miraapore, Ellore and Agra. 

Tbe blanket industry has altogether a hopeful future. Wool 
used in blankets can be had in all parts of the country. There is 
~ also a large home market. There is practically no foreign competi¬ 
tion m the line With a little care and attention it should be possi* 
ble to introduce the necessary improvements and put the industry 
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on the road to prosperity. The World War II brought large orders 
for blankets and gave a fillip to the blanket industry. 

9. Hand-made Paper Industry. Indians have been conver¬ 
sant for centuries with the art of making paper by hand. The oldest 
paper manuscript found in India dates from the first quarter of the 
thirteenth century. 1 2 Kashmir has been famous for its paper since 
Akbar’s time. In Ahmedabad, too, paper-making was a prosperous 
trade and in 1848, 800 men and boys were daily employed in paper 
works. 9 Only a generation back a large class of Muslims, known as 
Kagjie, was engaged in the industry in the districts of Hoogly, 
Howrah and Murshidabad in Bengal. 

Even now in several parts of the country like Kashmir, 
Hyderabad, the U.P., the C.P., Bombay and Madras and in jails 
throughout India, paper is made by hand. 

Strenuous efforts are now being made to revive this ancient 
and useful art. The All-India Village Industries Association has 
started manufacturing paper from straw, waste paper, jute plant 
refuse, and other materials in Bengal, Bihar, Bombay, Onss\ and 
elsewhere. Production of hand-made paper has been taken up by 
the Banaras University. At the instance of the TJ.P. Government 
the Forest Research Institute, Debra Dun, has undertaken experi¬ 
ments to see how this cottage industry can be developed and its 
methods improved. If pulp is supplied by the paper mills, it will 
facilitate the resuscitation of this ancient industry. 

There a great scope for this cottage industry. The hand¬ 
made paper is in good demand in Europe and America. Tn China 
and Japan large quantities of paper are made by hand, in England, 
too, the most expensive writing and drawing papers are made by 
hand. But if this cottage industry is to occupy its due place in 
India, it will be necessary to overhaul this old industry, introduce 
new methods and organize it on co-operative lines to obviate the 
difficulties relating to finance and marketing, 

(lO) The Ills of the Cottage Industries and their Remedies. 

A stud$ of the Indian cottage industries reveals that they are not in 
a happy position Some of, them are dead, others languishing and 
still others struggling to keep themselves above water. 

The following are some of the difficulties experienced by the 
cottage industries : 

(a) Lack of financial facilities, and the poverty and indebted¬ 
ness of the craftsman. 

(b) Absence of organized marketing which throws the craftsman 
completely at the mercy of the middleman. 

(c) Inefficient methods and high cost of production leaving a 
meagre margin of profits. 

1. Indian Munitions Handbook , 1919, p. 246. 

2. Kirk—A Monograph on Paper Making, Bombay Presidency, 1902, p. 2. 
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(d) The inefficient human factor due to illiteracy, ignorance and 
conservatism of the craftsman. 

A comprehensive plan calculated to remove the above defects 
is necessary to bring about a regeneration of our cottage industries* 
The following measures are indicated :— 

(1) Spread of education, general and technical, to light 
ignorance and conservatism of the craftsman. 

(2) An ambitious campaign for is economic and social uplift Is 
essential 

(3) He* should be supplied better and more efficient tools on a 
hire-purchase system and raw material of the requisite quality at 
reasonable rates and on easy terms. 

(4) New and attractive designs should be brought to his notice 
and peripatetic parties should be regularly sent out to guide him and 
give the necessary demonstration. 

(5) Industrial exhibition should be more frequently held so 
that the products of the cottage industries may get the necessary 
publicity, and the gulf between the producer and the consumer 
bridged. 

(6) Emporiums and marketing depots should be set up to re¬ 
lieve the craftsman from the difficult task of marketing so that ho 
may concentrate on production only. 

(7) The crux of the whole problem in marketing and finance 
and the salvation of the craftsman seems to lie in co-operation which 
can lift him economically, morally and educationally. Besides pro¬ 
viding him with the nect ssary financial assistance and aid in mar-* 
keting, co-operation will give him lessons in self-reliance and self- 
government. 

(8) Through a vigorous system of research, we must raise his 
technical efficiency to such a height that he may always be ahead of 
the machine and not behind it as he is now to his utter ruin and 
embarrassment. 

(9) Cottage workers may be organized into guilds. Such guilds 
have already been set up in Kashmir. 

(10) As recommended by the committee appointed by the 
U. P. Government m 1934, marketing and financing companies 
should be set up with Government assistance to provide financial 
and marketing facilities. 

(11) A very necessary step seems to be the integration of the 
cottage industries with modern large-scale industries. At the 
present time the cottage industry stands in isolation, always threa¬ 
tened with competition from home and abroad". A co-ordination 
between the different links of the industrial chain is badly needed. 
The raw materials can be w orked in rural areas in small and medium* 
sized units and then brought in a semi-finished state to the big 
urban industrial centres. It will be necessary to narrow down the 
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mm of conflict between the large-scale anf small-scale industries and 
Widen the area of co-operation. 

Special efforts were made by Governments in Europe to en¬ 
courage small industries. The Governments of Austria spent large 
sums on the development of small handicrafts. Watch-making 
industry of Saxony and pencil industry of Bavaria were fostered by 
the State. Holland developed the industry of hand-painting the 
cloth. Similar efforts were made in Germany and Italy The 
Japanese Government has been always paying special attention to 
the small industries. 1 In India, too. since 1935 the Central and the 
Provincial Governments have been spending some money for the 
revival and development of cottage industries. But such efforts are 
not commensurate uifh the requirements of the cottage industries 
scattered throughout this sub-continent. In view of the large 
number of people depending on our cottage industries and the social 
and economic advantages expected from the development of such 
industries, and the artistic value of their products, a special effort 
seems to be called for*^-" 

Conditions for the development of small industries are especial¬ 
ly favourable in India. Large factories require large capital which 
we lack ; large factories use labour-saving devices but we have a 
large population waiting for employment. Small and scatter d 
holdings in India do not provide whole-time employment to our 
rural population. 

The Cottage Industries Board set up in 1948 by the Govern¬ 
ment of India was reconstituted in July 1950. The functions of the 
Board would be : (a) to administer on behalf of the Central Govern¬ 
ment the funds available for the development of cottage 
industries including the State grants ; ([>) to initiate, execute 
and supervise schemes relating to cottage industries ; (c) to assist 
and advise the various States in framing and executing schemes 
relating to cottage industries ; and (d) to assist in co ordinating 
the activities of the State Governments relating to the cottage 
industries. 

The Board has decided upon the following immediate pro- 
grame : (1) a quick survey of the existing cottage industries covering 
the nature and methods of production, marketing and facilities for 
training, the extent to which the needs of the rural population can 
be met by local production and co-operative effort, and the extent 
of rural unemployment ; (2) the training of workers in the use of 
improved machinery for small-scale industries, and in the improve¬ 
ment of the technique of production ; (3) the encouragement of the 
development of cottage industries on co-operative lines, and (4) 
providing for the marketing of the products of cottage industries 
in India and abroad. 

1 See paper read in the Industrial Conference held in 1912 by Dr. R.K* 
Mukerjee. 




INDIAN INDUSTRY 25$ 

It has hep** decid^tf^to assist Tillage industries which suffer 

£ om competition from large-scale enterprises e.g training and 
atber craft, hand spinning and weaving, jute and wool spinning, 
pottery, edible oils, metal work, rice, husking, coir* making, hand¬ 
made paper etc. 

The Indian Fiscal Commission (1949^0) has thus summed 
up the problems of cottage and small-scale industries 

1. The problem of developing village crafts ; 

2. The problem of developing the existing village industries 
providing a supplementary source of income to the agriculturists ; 

3. The problem of developing the existing urban crafts ; 

4. The problem of establishing such new industries in rural 
areas as can provide gainful employment to the surplus man-power 
now engaged in agriculture ; and 

5. The problem of developing existing small scale industries 
in urban areas. 

The best form of organisation for the village crafts seems to be 
co-operative management under the active and almost continuous 
guidance of the State. As urban crafts are subject to keen competi¬ 
tion, domestic and foreign, it w ill be necessary to increase their 
competitive efficiency both in manufacturing and marketing methods. 
This can be done by the supply of raw materials, modern tools and 
implements* technical training, credit facilities etc. It will be 
essential also to institute quality control and organise marketing 
both at home and abroad. For the establishment of new industries 
in rural areas it will be necessary to consider the availability of raw 
materials, the motive power, labour and local managerial talent, the 
existence of industrial tradition and the nature of rural communica¬ 
tions. The manufacture of agricultural implements seems to have 
the greatest scope among such industries. The small-scale industries 
in urban areas are in a stronger position As a source of employ¬ 
ment to the middle class people their importance is out of all pro¬ 
portion to their strength in the industrial structure. 

Suggestions for further reading 

1. Report of the Industrial Commission, 1918. 

2. Radha Kamal Mukerjee-- Economic Problems of Modern 
India. 

3* Basil—Ruin of the Indian Trade and Industry, 

4, Ayyar—Small-scale Production in India. 

5, Balkrishna—• Industrial Decline of India. 

0. Bannerjee—Economic Life and Progress in Ancient India. 
7. C^atterfcon—Industrial Evolution of India. 

%* Rao—Decay of Indian Industries, 



CHAPTER XVIII 

LARGE-SCALE ORGANIZED INDUSTRIES 


I. Cotton Mill Industry. Although the first cotton mill in 
India was set up in 18^8 in 

i ndust^ when a mil l was se t up "there in 1854, 

Later",^ inaoii^^mnis were starEed”especially” m upcountry centre* 
like . Ahmedabad, Sholapur and Nagpur. T he industry h ad to face 
a crisis towards the end o f 1 9th century and~~lSa^ m 
on the^\^(^~7t continued to make progress, especially in the weav¬ 
ing section. In the per iod immedlatul^q^^ding World War I, the 

irSm^ 

^S^§tus_t’L® JtflJhrfnfe4g^_m andL jncrease in demandfor 

ttiditaixi>nrpos^ 

The boom engendered during the war ended in an unprecedent¬ 
ed depression for the Indian cotton industry and , t he condition 
became acute in 1925. "TheTaetors responsible for depressidrTwere 
cmPffiroaT cbmj^fillgp from Ja pan , internal competition, higher 
wages, ^higher local taxation and other higher costs in Bombay, 
defective organization, over-capitalization, etc. AlL.JJ' measure jof 
rglief^ cotton ex&i&e duty was abolished m!92J. In^course “of tlme 
the industry was able to establish its claim for protection, which 
was whittled down, to some extent, by preference being granted to 
import of British cloth. On the eve of World War II it could 
not be said that the Indian cotton industry was having a smooth 
sailing. 


Present Position, The Indian cotton industry had thus a 
chequered history and had to pass through various vicissitudes, but 
it has continued to grow so that now it can supply almost all re¬ 
quirements for cloth. In 1899-1900, the share of the Indian mills 
and of import in the Indian market was 12 per cent and 61 per cent 
respectively. But in 1930 the corresponding figures were 63*6 per 
cent and 8 per cent respectively. So the tables have been com¬ 
pletely turned. 

The industry occupies a position of unique importance in our 
country. Nearly Iis. 100 erores worth capital is invested in the 
industry and it provides employment for nearly half a million 
workers and their families ; and if we include the number of people 
engaged in cultivation and distribution of cotton as well as those 
who deal in cloth, it will probably be an underestimate to say that 
15 million persons directly or indirectly depend upon this industry. 
It consumes the bulk of cotton crop produced in the country. It 
also occupies a respectable position in the world cotton industry 
inasmuch as it stands second in the world so far as cloth production 
is concerned and fifth in the matter of looms and spindles installed. 
It produces 14 per cent of the estimated world production of cloth 
and 13 per cent of the estimated world production of yam. 
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The Tariff Board in 1927 adversely commented trpon the 
-quality of the Indian mill production. Since then the mills have 
been making serious efforts to improve their output. By the increased 
use of imported cotton, by the steady improvement of the quality 
of Indian cotton and through the adoption of such mechanical aids 
as better opening, cleaning, high draft system of spinning and use of 
combing machines, the progress in spinning and use of combing 
machines, the progress in spinning finer counts has been accelerated. 
During one decade—1928-1929 to 1938-39—whereas the production» 
of yarn of counts below 20s. increased by 92 per cent, that above’ 
30s. registered an increase of 494 per cent. Similarly, there has 
been a marked improvement in the quality of cloth produced by 
Indian mills In 1927 28, the proportion of piece-goods woven from 
finer counts, ix. t above 30s., was nearly 10 per cent, whereas in 
1938-39, it was 30 per cent. Also production of piece-goods shows 
a wid-r range and an astonishingly greater degree of diversification. 
■Considerable progress has also been made in the production of 
printers. Appreciable improvement has been made in design and 
style so that the Indian-made cloth is now almost as attractive as 
the imported one. Amo Pearse remarks : ‘‘The range of goods 
•made by Indian mills does not stand behind that of the largest 
mills in Europe.” 1 

Another noticeable feature of the industry is the ‘away-from- 
Bombay’ tendency. The advantages of Bombay lie m the humidity 
•of its climate, trained labour, availability of supervisory and techni¬ 
cal staff, more economical purchases of imported cotton, machines y 
and mill stores, lower office expenses and better banking facilities. 
But centres like Ahmedabad, Sholapur, Nagpur and Kanpur enjoy 
greater proximity to raw material, nearness to market, closer ac¬ 
quaintance with the needs of the locality, cheap labour and cheap 
land. The balance of advantage seems to be against Bombay, 
therefore we find increasing decentralizetion of the industry. The 
share of Bomba}^ in the number of mills went dewn from 32 9% in 
1919 to LH'6% in 1937, although Bombay is still the most important 
single centre of the industry. Saturation point seems also to have 
been reached in Ahmedabad. We may, therefore, expect the migra¬ 
tion of the industry to other parts of the country like Northern 
India, Bengal and particularly to areas formerly comprising the 
territories under the Indian rulers. 

The Indian cotton industry has undoubtedly shown great 
progress and has made India almost self-sufficient. But it cannot 
be said that the position of the industry is perfectly stable, iu 
order to place it on a sound footing the following measures may be 
adopted :— 

(1) It is very necessary that during the period of high profits 
steps should be taken to build up reserves and that the profits be 


1. Amo 8, Pearse —Cotton Industry of India 1900, p. 9. 
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»ot frittered away in high dividends* so that the industry can face 
the future with confidence. 

{2) If the industry is to successfully withstand foreign compe¬ 
tition and acquire a foothold in foreign markets, it will be necessary 
to apply* like the Japanese, the methods of high commerce to* the 
purchase of eqtton and to the selling of piece-goods. 

(5) It is further necessary to continue making efforts towards 
improvement of the quality of the cloth and further diversification 
mf the output by taking up the production of mechanical and in¬ 
dustrial textiles including material for wire insulation, special 
cotton tapes for spindle driving, tracing cloth for drawing offices, 
horse-hair cloth for lining suits, special woven tapes for curtains, etc. 

(4) The equipment of ootion mills needs considerable improve¬ 
ment. Mr. Harold Hill, Technical Expert, Howard and Builough 
Ltd., who visited Indian mills a few years ago, was of the opinion 
that a lurge amount of plant in Indian mills was in urgent need of 
replacement. 

(5) Ignorant and otherwise busy directorate, incompetent and 
selfish managing agents, in the case of several mills, and defective 
financial arrangements which have been described as fair-weather 
friends, are some of the other weak spots which must bo eliminated. 

(6) Above all, the organization of the industry must be toned 
up. It is organized on a strictly individualistic basis, each mill 
making its ow r n arrangements regarding purchase of cotton, mac¬ 
hinery and mill stores, selling its output and effecting insurance as 
best it can with the limited resources at its disposal. The Cotton 
Spinners’ Association of Japan has an absolute control over the con¬ 
stituent members and much of the progress of the industry in Japan 
is due to the driving force and direction of its organization. In 
England, too, the industry has been replanned on a collective basis. 
If out industry also is to be rationalized, its organization must be 
drastically overhauled. Continuously functioning sub-committees 
on matters like export trade, mill finance, labour, purchase of cotton 
and mill machinery and stoies may in the meantime be set up. 
Constant touch must be maintained with our Trade Commissioners 
abroad. 

2. War and Post-war Developments in Cotton Industry. For 

more than a decade preceding World War II, the Indian cotton in¬ 
dustry passed through a period of almost unrelieved gloom. The de¬ 
claration of war brought a ray of hope. The export of cotton piece- 
goods in 1942-43 of 819 million yards was four and a half times as 
much as in 1938-39. As a result of the removal of export duty the 
exports in 1950 are expected to go up to 1,100 million yards. There 
is keen oversea demand from Ceylon, Australia, Africa and the Middle 
East, There has been a welcome respite from foreign competition. 
Japanese imports disappeared altogether and imports from the U.IL 
also went down considerably. But the Japanese industry is being 
progressively restated. The U. K* is also a potential competitor. 
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Indian industry must be ready to face foreign competition, In 
1949-50 India imported 91*5 million yards. 

The war Was not, however, an unmixed blessing for the 
Industry. Thar© were labour troubles ; wages increased and dearness 
allowances had to be sanctioned. It was not easy to import ma¬ 
chinery, cotton and mill stores, so that the industry could not expand 
in response to increased demand. Taxation increased. All this 
meant a higher cost of production There was heavy depreciation of 
machinery. Nearly 60% of the machinery is old and needs replace¬ 
ment. The cost of replacement and rehabilitation for Bombay mills 
alone at present prices will cost Rs. 100 crores, On the whole, it 
may be said that the war ushered in a period of comparative pros¬ 
perity for the Indian cotton industry. It was estimated to employ 
three lakh more men and women than before the war. 

Towards the close of the war, plans were being prepared for 
post-war developments. The panel for cotton mill industry prepared 
plans for the expansion of the cotton mill industry by setting up 
more than 100 cotton mills distributed over the whole country. The 
partition of the country held up all such schemes. 

The potential capacity of the existing mills has been put at 
.6,000 millh n yards annually. An ambitious programme for further 
development < f the industry has been put into a final shape. There 
are 32 mills in process of being set up. The allocation of new units 
to different States has been settled. 

Protection has been extended to certain cotton-mixed fabrics 
for two years with effect from April, 1949. 

Cloth was decontrolled in April, 1948, but controls had to be 
reimposed in July, 1948. A statutory control of production of 
textiles has been introduced with effect from December, 1948. The 
control measures are intended to step up production to ensure uni¬ 
formity of output and its durability, and to regulate the varieties 
to be produced. Distribution is left to the discretion of the States* 
Some ^States have introduced rationing of mill made cloth. 

"'Production in 1948 was 4,337 million yards as against 3,816 
million yards in 1947. It waB 3,918,5 million yards in 1949 and 1,910 
million yards in the first half of 1950 as against a target of 4,500* 
million yards in L950. The installed capacity is 4,800 million yards. 
The check to production has arisen from the reimposition of controls- 
and interference with normal trade channels by the State Govern¬ 
ments, because the new agencies created by them were not able to 
clear off the stocks. Difficulty m the supply of raw cotton has been 
an aggravating factor. 

Since the partition, the position regarding supply of raw cotton 
has become very insecure, because we have to depend on Pakistan. 
As against the normal consumption of 45 lakh bales a year, prodxio- 
tion in 1948 was only 28 lakh bales and the estimated production in 
1950 only 25 lakh bales and in 1951, 32 lakh hales. So long as 
exchange dispute with Pakistan continues, there is no prospect of 
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cotton from that country and we have to import it from other 
countries which means a drain on our foreign exchange. The 
industry is now (1950) passing through a crisis. Rationalisation is 
essential to put it on a stable footing, 

3* Jute Industry. The jute industry, too, was at first a hand- 
loom industry, and, in the words of Dr. Forbes Royle, “forms the 

grand domestic manufacture.It pervades all classes and 

penetrates into every household”. Up to 1857, all the gunny bags 
exported from India were made entirely by hand. Exports in 
1850-51 were valued at Bs. 21 52,782. 1 

The jute mill industry owes its inception to one George Aeland 
who set up the first jute mill at Rishra near Serampore. The first 
power-loom was installed by the Borneo Jute Co. in 1859 At first 
the progress was very slow, and the first mill had to be wound up. 
But within a few years, the jute mills came to have a very prosper¬ 
ous career and, in the words of Wallace, “they simply coined 
money” between 1868 and 1873. Till 1895, the progress was very 
slow, but it has boon very rapid since then. Progress in hessian 
was much more rapid than in sacking, the looms for the former 
increased during 1877-1915 by 2,400%, whereas the increase in the 
latter was only 430%. 

The World War I gave a gr^at stimulus to the industry. But 
in the post-war ye wrs, it was not in a happy position, especially since 
the thirties on account of world-wide economic depression. The 
productive capacity of the industry had exceeded the demand. On 
the whole the jute industry in India has made umnterruptc d pro¬ 
gress. Its original outturn was only 8 tons a day, and today the 
production is 5,500 tons a day. 

Feverish attempts are being made in several countries to dis¬ 
cover suitable substitutes for jute. For example, in America bags 
made of fivefold paper have been used instead of jute bags. A plant 
called malva, grown in Cuba, has been found to be quite promising. 
But such efforts aie still in the experimental stage, and it is doubtful 
if a really suitable substitute for jute can be discovered. 

In 1936, the Indian Central Jute Committee was set up. Its 
programme includes marketing and transport inquiry, agricultural 
and technolog cal research, seed supply, improvement of jute fore¬ 
casts and collection and dissemination of information of interest to 
the trade. Agiimltural Research Laboratories and Technological 
Research Laboratories have already been set up where spinning trials 
on the various types of fibre are earned on. 

War has only helped to conceal temporarily the weakness of the 
industry. Only a radical reorganization can set it on a stable 
footing. Rationalization by compulsion seems to be the only per¬ 
manent solution. 

The jute industry has been passing through difficult times 
1. Dr. Fortes ltoylo — VI e Fibrous Plants oj India, i860, p. 251 , 
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before the war. Declaration of war put the industry again m a 
buoyant mood. Since then the industry has been enjoying a measure 
of prosperity. Loss of continental markets and shipping difficulties 
have stood in its way of deriving full benefits from the war. World 
War I proved much more beneficial than World War II. 

“From a valuable export commodity and the mainstay of 
Bengal’s economy jute has, through political and economic readjust¬ 
ments, now become the problem child of the Government of India*” 
The partition deprived India of 72% of the total jute-growing 
acreage or 72% of the aggregate jute production. All the 113 jute 
mills are to be found in India. Soon after, the Pakistan Govern¬ 
ment started the ‘battle of jute,’ on account of which ooufuuon has 
continued to prevail in the industry According to the Inter* 
Dominion Agreement of May 1948, Pakistan was to supply t > India 
59 lakh bales of raw jute annually. In 1919 it was redu *ed to 40 
lakh bales. But the agreement was not honestly carried out by 
Pakistan. Pakistan is reported to be developing the port of 
Chittagong to serve as an outlet for jute and has ordered a number 
of jute presses. British experts have been invited t > develop jUto 
manufacturing industry in Pakistan This means thit India must 
try to grow sufficient jute f >r her own mills. Efforts arc being 
made to make India self-sufficient in jute by 1951. In 1949 jute out¬ 
put was 30 lakh bales as against 20 lakh bales in I94*n there are 
good prospects of growing jute in North Bihar, if cultiv >tora are 
assured of a fair price and access to manufacturing een f r )S. The 
output of jute can be increased by bringing under plough cultiv¬ 
able waste lands and by means of double cropping. In 1950 the 
output is expected to be 40 1 ikh bales of juto plus six lakh b tl m of 
mesta which together will provide sufficient raw materials for the 
jute industry for ten months. Tn 1951 we expect an addin uni 
production of 12 lakh bales and then we shall be aim >st self suffi¬ 
cient. 

Production of jute goods has been looking up. Product! m m 
1948 amounted to 10'4 lakh tons as against 10T lakh tons in 1947, 
If we include about 70,000 tons production of non-Association mills, 
then the total production will be very near, if not exceed, the pro¬ 
duction of 1940 which was 10 7 lakh tons. 

4. Iron and Steel Industry. Acquaintance ot Indians with 
the use and making of iron is said to date from 4000-5000 B (1 The 
Iron Pillar at Delhi, which is considered to be about 1,500 years old, 
is a marvel of metallurgical skill. Even now there are only a few 
factories in the world which can accomplish such a feat. 1 

But the manufacture of iron and steel on modern lines and on 
a large scale was taken up only recently. Early attempts at making 
iron and steel almost invariably failed on account of want of expert 
preliminary inquiries, inefficient management, lack of experience 
and, above all, owing to the difficulty of securing adequate and 

L Raahdw —Essays on Indian Economics, p. 172* 
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timely financial assistance. The first really successful attempt was 
made by the Tata Iron and Steel Co., formed in 1907. Next year 
was formed the Indian Iron and Steel Co., with its works at Hirapur 
near Asansol and in 1923 were established the Mysore Iron Works 
at Bhadrawati. In 1937 was founded the Steel Corporation of 
Bengal. The Tata Iron and Steel Company has a capacity of 8,50,000 
tons, the Steel Corporation of Bengal 2,50,000 tons and the Mysore 
Iron and Steel Works 25,000 tons. 

The Indian iron and steel industry is practically synonymous 
with Tata Iron and Steel Works. Jt is one of the largest single 
units in the Commonwealth. A significant feature of Tata Company 
is that it is a fully integrated concern owning its own coal mines and 
quarries supplying iron ore, limestone and manganese ore. The 
works are ideally situated because necessary raw materials like iron- 
ore and coal are to be found within an economic radius. As a 
matter of fact, there are few instances in the world where high 
quality ore can be landed at so low a price. No wonder that India 
can produce pig iron at the lowest cost in the world. 

World War I gave a great impetus to the iron and steel in¬ 
dustry. But, after the war, the industry was in the throes of acute 
depression, and the Fiscal Commission recommended an immediate 
inquiry into it with a view to granting protection. The Tariff Board 
found it fully satisfied all the conditions laid down by the Com¬ 
mission. Protection was accordingly granted in 1924 in the form 
of import duties and bounties. At the time of inquiry held in 1947 
the industry did not press for protection and therefore it did not 
get it. 

The Indian iron and steel industry has fully justified protection 
granted to it, for during the period of protection it has made re¬ 
markable progress Productive capacity has been enlarged, pro¬ 
cesses have been improved and costs have been lowered. 1 

The company’s paid-up capital is Rs. 10*43 crores but the 
value of the block in 1949 was Rs. 39*83 crores. This has been 
built up by ploughing back the profits into its works. It satisfies 
75% of the Indian market. The industry supports about 600,000 
men and women workers and their dependants. It contributes to 
the tune of Rs. 647 crores to the public exchequer. Rs. 25 crores 
worth of capital is invested in the industry. About its vital impor¬ 
tance to the nation there cannot be two opinions. For national 
defence it is indispensable. 

Several other allied industries have grown up. For example, 
ther*e is the machine-tool industry which in 1946 manufactured 
about 9,000 tools of the value of Rs. 1} crores. Then there are the 
tin-plate and the wire and wire nail industry, and engineering 
industry in general. Many others like the manufacture of loco¬ 
motives and railway wheels have been developed. All types of 

1. Vide memorandum submitted by the Tata Co. to the Indian Tariff 
i Board in 1SSS* 



LARGE-8CALE ORGANIZED INDUSTRIES 283 

machinery are still imported. There is, therefore, a great scope for 
expansion. 

Before the outbreak of the war, the tremendous armament 
drive produced a boom in the iron and steel industry. The out¬ 
break of the war raised it to a still higher pitch. An era of mnpre* 
cedented prosperity began. Prices, profit and production all went 
high up. It was able to break some new ground in production. 
Among the new manufactures may be mentioned high-speed steel, 
armour-piercing steel, bullet-proof armour plate, wheels, tyres and 
axles. In the domestic market, however, stringency was created by 
the control measures adopted by the Government. 

Slackening of production and falling down of exports are th# 
outstanding features of the Indian iron and steel industry after the 
war. The production of steel in 1948 was put at 850,OCX) tons aa 
against 868,580 tons in 1947—a year of universal under-production. 
In 1949 production was even less i e., 674,000 tons as against the 
installed capacity of 1,246,000 tons. The situation is very disquieting. 
Our short-term demand has been put at 2 5 million tons, whereas 
we produce only 1*2 million tons. The main causes of decline in pro¬ 
duction are the short and precarious supplies of coal, labour troubles 
and transport difficulties As a result of decline in production, 
exports of iron and steel have decreased which means a great loss 
of foreign exchange. Inside the country provincial quotas had to 
be drastically cut down and the development plans were held up. 
The Government has under active consideration the setting up of 
one or two factories for the manufactuie of 1,000,000 tons of steel. 
The Government is also thinking of starting a Stale-owned machine- 
tool factory for the manufacture of intricate types of machine tools. 

5. Sugar Industry. India is believed to be the original horns 
of sugar. It is said that India manufactured and used sugar when the 
rest of the world even did not know its name l 1 At one time Indian 
exports exceeded imports. But competition from* Java sugar and 
the bounty-fed sugar from Europe dealt a death-blow to the Indian 
sugar industry. 

The stimulus given by World War I afforded only a temporary 
relief and the few sugar factories that existed in India were having; 
only a precarious existence The industry was given protection 
for a period of 15 years expiring on 31st March, 1946. Its develop¬ 
ment un r the shelter of protective tariff was simply astounding. 
Within two years there was 400 per cent, increase m the number of 
factories and since 1931-32 production of sugar has increased 700 
per cent. There was also a sharp decline in imports which up to 
1930*31 averaged one million tons, but in 1936-37 the net imports 
were only 12 000 tons nearly. 

India is now the largest producer of sugar in the world and the 
augar industry in India is only second to the cotton mill industry 

I. Prtor’n Gra«ligs, quoted by Sanghai m a paper read a* the Industrial 
Conference held m 1010. 
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in importance. About Rs. 30 crores worth of capital is invested in* 
the industry, and if provides employment to about 50 lakh men in 
addition to nearly 3,000 graduates and technical men and 20 million* 
cultivators. It has slopped an annual drain of Rs, 16 crores nearly. 

There are some handicaps and shortcomings from which the 
Indian sugar industry is suffering. (1) The greatest handicap is that 
the yield of sugarcane in India is very low. Although the area 
under improved varieties of cane has increased from about 40% in 
3031-32 to 83% in 1945-46, ths yield per acre during this period has 
gone down from 14 10 tons per acre to 14 tons It is clear, there¬ 
fore, that mere sowing of the improved varieties cannot increase the 
yield unless they get the necessary nutrition from liberal supply of 
.good manure. In the absence of adequate manure, they have simply 
drawn on the accumulated fertility of the soil. In Bombay, the 
cane variety CO 419 }ields about 40 tons per acre whereas the same 
variety in the U P. yields only 10 tons. The reason is that the 
.fact(/lies in Bombay grow their own cane and they can afford 
to put in good quantity of manure and provide ample irrigation 
facilities. Low yield of cane is THE PROBLEM of the sugar in¬ 
dustry. Its solution teems to lie in the provision of adequate 
irrigation futilities, supply of manure of the right type and in the 
requisite quantity, and of improved implements. Contnl of pests 
and diseases prevention of soil erosion, introduction of improved 
methods of cultivation and cropping are also \ery csi-cuti«d to in¬ 
crease the yield of cane per acre. At present our yit Id is one-thuvl 
ot Cuba, one-fourtli of Java and one-fifth of Hawaii. 1 he fact is 
that the best quality sugarcane can be grown only in the tropics, 
‘the land of the burning sun and of the baiting ruin' But 90 
per cent, of oui sugarcane acreage is to be found in the sub-tropical 
areas, which is really a wheat tract. The Tariff Bond reports have 
suggested that the future development should be in areas other than 
the U P. and Bihar. (2) There is maldistribution of cane cultivation, 
os theie is superfluity round some factories and shortage in others. 
The Sugar Control Acts in the U P. and Bihar seek to rectify this 
situation by introducing the zoning system and by reserving and 
assigning areas for each factory Again, the price of sugarcane 
delivered to the factories is much higher than in Java. (31 Another 
cause of our high < ost of sugar production is the short crushing 
season which on average lasts 110 days in the year. Therefore it is 
also necessary to find early-ripening and late-ripening varietits The 
Indian Council of Agricultural Research is working on tins problem. 
(4) The milling efficiency is ubo low on account, of the defective size, 
design, lay-out and the unbalanced nature of the plant, and un¬ 
economic size of several sugar mills. Recovery in India is J0% as 
against 11 9% in Java and 12% in Cuba. (5) The location of 
i oeral mills is unsatisfactory both from the point of view of the 
raw material and market relations, The U. P. and Bdiar account 
for 75 per cent of the sugar factories and 81 per cent of sugar pro¬ 
duction. In Bombay, consumption of sugar is the highest but pro¬ 
duction is very low ; in Bihar, on the other hand, consumption i*. 
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very low and production is very large, and in Madras production! 
is small and consumption is very large. This involves unnecessary 
costly haulage. To remedy this defect a system of licensing 
of the factories should be introduced on an all-India 
basis and future extension of the industry should be properly 
planned, (6) Another fundamental defect in the structure of 
our sugar industry is the divorce between the agricultural and the 
manufacturing sides, whereas the integration of the two is the 
normal feature in other countries. Our factories do not grow their 
own sugarcane and, therefore, cannot regulate quantity and improve 
the quality. 

One of the most pressing problems of the sugar industry 
ivS the one relating to the utilization of by-products. Rogasse 
used at present as fuel can be more economically used for t <e 
making of paper and paste board. Then, the ever-accumulating 
quantities of molasses are becoming a nuisance to the factor os <<nd 
a danger to public health It can be used as fertilizer, cattle feed, 
for road surfacing and for the manufacture of power alcohol. Out of 
5*3 lakh tons of molasses made available annually by the sugar 
factories in India, 33 million gallons of power alcohol cm be pro¬ 
duced, whereas the actual output m 1949 was only 3 million gal ons. 
With the utilization of by products, price of sugar can be lowered 
and consumption m<teased. 

The quality of our sugar also needs improvement. Although 
the be*>{ quality Indian sugir is as good as the best imported 
foreign sugar, \et the average i* smaller in gram, not so white in 
colour and lacking in uniformity of crystals. 

Tn India, conditions for the expansion of the sugar industry 
seem to be partuulaily favourable. We have an abundant supply 
of cane and cheap labour. Our population, being largely vegetarian, 
provides a vast market. Our present per capita consumption 
of <> 7 lbs. per annum is insignificant as compared with 105*8 lbs. in 
Australia, 105 4 lbs in Great* Britain and 94*8 lbs in the U* 8. A. 
Even a slight rise in the standard of living will open out a large 
field for further expansion. With the resources at our command, we 
can as]»ire to be one of the biggest exporters of sugar in the world. 

6 War and Post-war Development in the Sugar Industry, 

The sugar control was abolished from December 8, 1947. There was 
an influential body of opinion, especially m the official circles, which 
was deuiiy opposed to the abolition of controls. But the Indian 
Sugar Syndicate gave the undertaking to continue supplying sugar 
throughout 1949 at the price fixed. It did not play the game and 
in July the price suddenly shot up to Rs. 2 per seer. Sugar seemed 
to have disappeared suddenly. The Tariff Board attributed this 
crisis to large and rapid quotas released by the Syndicate and the 
excessive wagon supply. The Board held that the Syndicate had 
tailed to discharge its functions and had ceased to be useful. Ita 
dealings have not been straightforward. It has not tried to improve 
the efficiency of its members. It has accordingly been abolished. , 
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♦ The sugar panel appointed by the Central Government announe* 
•ed in September 1947, two major decisions, viz., an increase in sugar 
production and the establishment of additional units and their 
location. Instead of the normal production of about 10 lakh tons, 
the target fixed is about 18 lakh tons. For this purpose there 
will be expansion of existing factories, installation of new ones, 
development of sugarcane and the provision of better facilities 
for securing cane for the factories. Twenty new units with a capa¬ 
city of 800-1,000 tons a day have been allocated to the States. 
Another allocation of 25 new factories is also expected later. The 
number of factories in 1947-48 was 134. 

Like other Indian industries, the sugar industry has also shared 
in the production difficulties. For some years production has been 
falling and that for 1946-47 was, with the exception of tw T o seasons 
1938-39 and 1941-42, the lowest in the last 12 years. Production 
in 1947-48 was 10,77,000 tons as against the peak production of 
12,49,000 tons in 1939-40. Tn 1948-49 it was 10 lakh tons and m 
1949-30 it was estimated to be 50,000 tons less than 1948 49. The 
installed capacity is 1,400,000 tons. 

There are several factors responsible for this decrease m pro¬ 
duction* In the absence of improvement in the yield and the 
quality of sugarcane, the production of sugar in India normally 
depends on three factors viz. the cane area which in turn depends 
on the relative prices of sugar, food grains and other competing 
commercial crops, recovery of sugar from cane and prevailing prices 
of gur and khandsari which compete for cane. The recovery in 
1949-50 was even lower than the low recovery of the previous year. 
There was a large-scale diversion of cane from sugar to gur whose 
price was 25-35% higher than the preecjding year because there was 
the additional pressure of demand for illicit distillation mostly in the 
prohibition areas. The production of sugar is really a matter of 
cane supply. The Government should create conditions which 
ensure highest 'priority of cane supply to the factories. It can be 
done either through control over price, production and distribution 
of gur or by depressing the price of gur by restricting its movement 
from cane-producing areas. The latter course seems to be more 
feasible. 

In order to make up for the short internal supply the Govern¬ 
ment has decided to import one lakh tons of sugar. The Korean 
conflict leading to stock piling and competitive purchases is, how¬ 
ever, likely to add to our difficulties in getting the requisite quantity 

from abroad. 

Protection to sugar industry, which was due to expire on 
March 31, 1949, was extended fora further period of one year. 
On the recommendation of the Tariff Board protection was with¬ 
drawn in 1950 due to an attitude of complacency which has stood 
in the way of improving efficiency. It is a pity that after 16 years 
of protection the industry is still unable to stand on its own legs. It 
must'be admitted that the progress the industry showed in the early 
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period of protection has not been maintained* The fact is that 
unless the quality of cane is improved and its yield per acre consider* 
ably increased and unless milling efficiency goes up and increased use 
is made of by-products to lower the overhead costs, our sugar 
industry will not be able to face foreign competition. 

The partition bad cut down the home demand by 2J lakh tons 
and hence a surplus of 2 lakh tons is expected in the season 1948*49. 
This represents a fundamental change in the position of the industry* 
It is not easy to dispose of this surplus because <be price of sugar 
in India is much higher than the world price. Pakistan and other 
Middle East countries which are suitable markets for our sugar, are 
buying it from Cuba, Brazil etc. Thus although the ban on sugar 
exports was removed in 1948, it was of no avail. The high price 
of our sugar is not only detrimental to the industry but also to the 
country as a whole. The consumption of sugar inside the country 
is reduced and as the prospects of exports are blocked we cannot 
<earn foreign exchange which we so badly need for importing food 
and capital goods. 

7. The Paper Industry. In a country like India where the 
written word is still a mystery to millions of people, the paper 
industry cannot have the same importance as it has elsewhere. The 
modern paper industry owes its origin to I)r. William Carey, who, 
about a century ago, set up the first paper-making machine at 
Serampore on the River Hooghly. But the real beginning was made 
with the establishment of the Royal Paper Mill at Bally in 1867. 
Other mills followed . Upper India Cooper Mill, Lucknow (1879) ; 
the Titaghur Paper Mills near Calcutta (1882) ; Deccan Paper Mill 
•Company (1885) ; Bengal Paper Mill Company (1889) ; Imperial 
P&f er Mills (1892 taken over by the Titaghur Paper Mills in 1903). 
Mills set up in the post-war period were the Indian Paper Pulp Co. 
{formed in 1918 and commenced operations m 1922), Carnatic Paper 
Mills, Rajahmundry (1927) and Punjab Paper Mills at Jagadhri now 
Sri Gopal Paper Mill. More recent]} 7 a mill was set up m Assam, 
and several other mills were started in 1939. At present (1950) there 
are sixteen paper mills in India. Bengal has the largest number of 
mills and produces 50% of total production of paper in the country. 

After 1918 the Indian paper industry suffered from foreign 
competition and was granted protection in 1924 particularly with a 
view to developing bamboo as a raw material. The results achieved 
vindicated this policy. In 1932, therefore, protection was renewed 
for a further period of seven years when imported wood pulp was 
subjected to a duty of nearly Rs, 45 per ton. Again, in 1939, pro¬ 
tection was extended for a further period of three years though the 
import duties were lowered. 

As for raw materials, India abounds in different species of 
grasses but on account of these being intermingled with weeds and 
Other impurities, their separation is either impossible or un- 
■economical. Sabai grass was found to be the most suitable. But it 
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has now been supplanted by bamboo as tb© staple raw material 
for the paper industry* Abundant supplies of bamboo exist fan 
India where the conditions of exploitation are highly favourable. 
Bamboo-made paper is superior to grass-made paper, for it is singu¬ 
larly free from blemishes and spots, and not only possesses initial 
strength but has sufficient durability. India has not yet exploited 
her vast forest wealth for making paper. In the Himalayas there 
are vast stretches of pine, spruce and fir. Therefore, production of 
mechanical pulp from Indian wood has n brilliant future. 

Indian mills have been spending large amounts in recent years 
in making additions to and improvements in the equipment of their 
plant. But there ate still some important deficiencies. Several units 
are smaller than the optimum size. According to Paper pamd report 
8,000 Ions per annum capacity is considered an economic unit and on 
tins basis only half the number of mills is of economic size. Much 
of the machinery is still old if not obsolete, especially the paper¬ 
making plant ; and the plant as a whole is not a balanced one, for 
the pulp-making and paper making capacities differ. 

There is now a wider range of output, and the quality is also 
not inferior to the imported ones. They can now make almost 
even thing except newsprint which has to be imported. Our require¬ 
ments of newsprint are roughly 45,000 tons a year. 

The Paper Pulp Section of the Forest Research Institute, 
Dehra Den, has been carrying on very useful experiments to further 
the development of the paper industry m India. 

There is a fairly large scope for the expansion of the paper 
industry in India. As drive against illiteracy gathers momentum 
demand for paper is bound to increase. Our per capita consumption 
of paper was only 3*2 lbs. in 1938-39. In America it. is 240 lbs. 

The effe ct of World War II on the Indian paper industry has 
been drastic. Extension of w r ar to the Baltic cut off the foreign 
supplies of wood pulp. Imports practically ceased. Increase in 
Government activity and other war requirements increased the 
demand. Mills were working at their maximum capacity. There 
was a phenomenal rise in prices and large profits were made. But 
there was a serious shortage of paper and the public experienced 
groat difficulty in obtaining their requirements. The mills them¬ 
selves had to pay abnormally high prices for imported stores and 
chemicals Severe restrictions were imposed on the use of paper 
for non-essential uses. 

As a result of the partition forests which were a fruitful source 
of raw materials fell to the share of East Pakistan. This has raised 
flic price of the raw materials. Other handicaps facing the industry 
are the high prices of chemicals, high transport charges etc. 

As against an installed capacity of 136,000 tons production in 
1948 was 98,000 tons and m 1949 78,400 tons. The target for 1950* 
is 110 lakh tons. 
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> Hie industry provides employment directly and indirectly for 
about 80,000 people, 

8. Leather and Tanning Industry. The leather industry 
occupies a very important place in the national economy of every 
country and it has come to be considered as a key industry 

India has the f reputation of having a large surplus of hides and 
skins. She supplies one-third of the total goat skins to the tanning 
industry of the world. The normal production of India has been 
put at 22 million goat skins, 3*5 miilion sheep skins, 30 million 
cattle hides and 3*5 million buffalo hides. The local tanning indus¬ 
try can absorb only about 75 per cent, of the cattle hides and 50 
per cent, of goat and sheep skins and the rest is all exported. 

The leather and tanning industry can be broadly classified 
into two sections : the indigenous and the modern. A big indigenous 
industry must have existed in India for a long time to supply the 
military requirements of the Indian Maharajas and Nawabs. It is 
even now widely spread in the country using locally available 
tanning materials and producing crude leather to meet mostly the 
local demand. It is confined to the depressed classes. In the 
Punjab and Bengal the industry produces bag-tanned buffalo sole 
leather for shoes and tanned sheep skins used for book-binding. 
Madras and Bombay special ze in semi-tanned leather meant almost 
exclusively for export. Madras has been the home of Indian tanning 
industry for a long time, probably due to the availability of a local 
shrub whose bark proved to be an excellent tanning material. 
Discovery of the chrome process in America and the introduction 
of machinery led to a decline of the Indian tanning industry and 
hides and skins came to be increasingly exported in a raw condition. 

In the modern section of the tanning : ndustry are employed 
scientific methods of tanning used in the West, and there is an 
extensive use of mechanical appliances. The Government Harness 
and Saddlery Factory was set up at Kanpur in 1807, and in 1880 
the Government assisted financially the establishment of the Army 
Boot and Equipment Factory of Messrs. Allen and Cooper. Another 
important factory was the Western Indian Army and Equipment 
Factory at Bombay. Several others were also established. 

The military requirements have always loomed largo before the 
leather industry. Its origin lay in the military necessity. During 
the War of 1914-18, the industry received a special stimulus. World 
War II, too, gave special impetus to the further expansion of the 
industry. Plants were modernized and extended. The processes 
of tanning were considerably improved. The vegetable process has 
been accelerated and occupies now the most important position.* 
The output Vas vastly increased. Messrs. Cooper Allens produced 
2,000 pairs daily before the war, but 19,000 pairs daily during the 
war. The Bata Company doubled its output. Persons employed in 
harness and saddlery factories rose from 3,000 in 1936 to about 
20,000 during the war. 
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la 1949 there were 13 large concerns using the latest processed 
and most modem machinery, and employing about 35,000 workers, 
although there are about 250 tanneries in India, Numerous small 
tanneries have also come into existence. Phenomenal development 
has taken place in chrome tanning for shoe upper leather, box and 
willow sides and box and willow calf from calf skin. The manu¬ 
facture of new lines like leather belting, roller skins, etc., has filso 
been taken up. 

The tanning processes, on the whole, are quite defective. 
Nearly 40% of the value of hides and skins is said to be lost every 
year on account of defective flaying and careless and delayed curing. 
Also the salt used are inadequate and inferior. Marketing arrange¬ 
ments are also crude and inefficient. 

The yearly output of shoes has been estimated at six lakh 
pairs of which one lakh is taken by the army. Shoe-making factories 
equipped with modem machinery are to be found in Agra, Kanpur 
and Calcutta. 

The industry has so far confined itself to the production of 
shoes. But there are several other lines that can be taken up, e.g. f 
fancy goods like handbags, suit-cases, sports goods and industrial 
requirement such as belting and cotton pickers. 

It is sometimes suggested that a ban should be imposed on 
the export of hides and skins as an aid to bather and tanning 
industry. But the existing modern tanneries can handle only about 
one-fifth of the raw hides and one-tenth of the raw skins. A ban 
would simply make the bulk of hides and skins rot and we shall lose 
a major portion of Its. 17 crores that we are getting every year from 
the export of hides and skins Unless we have tanneries ready to 
treat them at home, it will be a national loss to ban their export. 
As an aid to industrial development it will be a case of placing the 
cart before the horse. In order to accelerate development of this 
industry (1) Provincial Finance Corporations or other agencies should 
grant adequate financial assistance to set up modern tanneries ; (2) 
the Centra] Government should procure plant and machinery and 
chemicals required ; and (3) a Central Training Institute, besides the 
provincial institutes, should be set up to train young men in modem 
methods of tanning. 

In view of the fact that there is a vast market for shoes in 
India, that industrial development will increase the demand for 
leather goods for industrial purposes and that we have almost un¬ 
limited supplies of raw materials, the industry has altogether a 
bright future. Footwear consciousness in India is still very low. 
For some time the home demand will be enough to absorb any 
increase in production. Possibilities of export may also open out. 

9. Chemical Industries. The chemical industries are of vital 
national importance. Heavy chemical industry is a key industry 
par excellence . It is difficult to think of any important industry 



LARGE-SCALE ORGANIZED INDUSTRIES 


271 


which does not use chemicals at one stage or another. The Chemical 
Industries Sub-Committee of the National Planning Committee 
emphasized the fourfold importance of the chemical industry to our* 
national economy : (a) in the country’s defence, { b) in providing 
artificial fertilisers, (c) indispensability for the production of other 
industrial products and (d) in relation to public health. The impor¬ 
tance of this industry can, therefore, be hardly exaggerated. 

’ ' In spite of the great importance of this industry, we, in India 
have made very little progress in developing it. The industry has 
been established in India only in the present century. We seem to 
be fully one century behind. Some progress has been made in the 
manufacture of sulphuric acid, but as for alkalies not much has 
been attempted. Lack of knowledge and trained personnel are 
largely responsible for this slow development. Besides, the Indian 
market has been dominated by powerful foreign combines. 

During World War I, production of chemicals was stimulated 
to some extent, but no appreciable progress was made. The stimu¬ 
lus was soon lost, In 1928 the question of granting protection to 
the industry was referred to the Tariff Board, on whose re¬ 
commendation protection was accorded to it in 1921 which was 
further extended, though the import duties were lowered 0 up to 
31st March, 1946 

The World War II gave a great push to the chemical indus¬ 
try. The Government specially interested itself in its development 
on account of its importance for war purposes. A survey of all the 
possibilities was undertaken. The Scientific and Industrial Research 
Bureau devoted much attention to the problems of the industry. 
A Government plant was erected. Manufacture of soda ash, aviation 
spirit and of a large number of drugs and several chemicals pretlone¬ 
ly obtained from abroad was staited and the manufacture of old 
chemicals like sulphuric acid and sulphate of ammonia was consider¬ 
ably increased. But still the production of chemicals in India is 
insignificant as compared with those produced in America and some 
European countries like Germany. It is inadequate to meet the* 
country’s needs. 

The industry is highly centralized ; 2/3rds of the persons engaged 
in the industry are to be found in Bengal and Baroda. The capital 
investment in the industry is represented by Rs. 20 crores which 
compared with that in other countries is ludicrously small. Certain 
lines of the industry have been neglected whereas there is too much 
concentration in certain other lines resulting in duplication and 
keen internal competition. It is only in the case of sulphuric acid, 
that the industry is in a position to meet the present requirements. 

Post war Developments. Seven major chemical industries 
applied for protection in 1946-47 and on consideration and in pur¬ 
suance of the recommendations of the Tariff Board the existing 
revenue duties were converted into protective duties. Besides, ja 
subsidy of 2 per cent was granted on sales. 
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The chemical industry has several grievances : (I) No unifoniP 
policy of taxing spirituous preparations in all States ; (2) the 
prevailing high rates of railway freight for chemicals ; (3) the cus¬ 
toms duty on import of chemical machinery and laboratory equip¬ 
ment and raw materials ; and (4) restrictions on exports. 

The Government factory at Sindri, the biggest in Asia, is 
planned to produce 350,000 tons of ammonium sulphate. The Ferti¬ 
lizers and Chemicals (Travaneore) Ltd., has also started placing its 
products in the market. The foundation-stone of the National 
Chemical Laboratory has been laid at Poona. It will give a great 
fillip to scientific research. 

There are, no doubt, certain handicaps. We rely on imported 
sulphur, our deposits of sulphur being cither inaccessible or not cap¬ 
able of economic supply. Deposits of pyrite are also insufficient. 
But otherwise, the chemical resources are fairly adequate. Accord¬ 
ing to the Indian Munitions Board, India is w ell endowed for the 
successful development of chemical industries both as regards 
materials and markets. We have got large supplies of alum salts, 
limestone, magnesium, and aLo sulphuric ores. We are already 
producing large quantities of coke from which coal-tar can be 
manufactured. We may, therefore, reasonably hope to manufacture 
successfully various types of acids, alkalies, disinfectants, d\ es, 
vegetable and essential oils, coal-tar, etc. Our present dependem e 
for essential chemicals on foreign supplies is dangerous and pitiful 

The peak production of sulphuric acid m 1945 was 62,550 tons 
The potential capacity is 100,000 tons. Production in 1949 was 
89*0 thousand tons and in the first half of 1950 49 5 thousand ri ns. 
The Development Committee appointed bv the Central Government 
has suggested a target of 150,000 tons a year to be reached in five 
years. As regards soda ash, the total output m 1948 was estimated 
at 30,000 tons but the imports were 90,000 tons. The present capa¬ 
city is 54,000 tons. Production of caustic soda has also increased 
but the difficulty m the disposal of chlorine stands in the way of 
further stepping up production. Production of bleaeng powder 
has also shown an upward trend. 

In the post-war period the development of chemical industry 
has been handicapped by the shortage of foreign exchange, dearth 
of technicians and transport difficulties. Consumption of chemicals 
is regarded as an index of a country's industrial development. The per 
capita consumption of sulphuric acid in India is 0 45 1b. as against 
120 lbs. in the U. S. A. and 45 lbs. in the U.K. Of soda ash the con¬ 
sumption is 0*6 lb. in India, but 56 lbs. in the U. S. A, The con¬ 
sumption of caustic soda is J /150th of that in the U.S A. This shows 
how backward we are ! 

14. Oil Crushing Industry. Tndia is the largest producer of 
oilseeds in the world. But it is a pity that instead of crushing the 
se^>ds for oil inside the country, large quantites of oilseeds are ex¬ 
ported abroad. India is the largest exporter of oilseeds in the 
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world. This is industrially unsound and economically unprofitable. 
The country not only loses manufacturer’s profits but is also de¬ 
prived of a large potential wealth in the form of oil-cake which can 
be hsed as cattle feed or fertilizer. 

World War I gave great stimulus to the industry. During 
the war period the average exports of linseed oil, groundnut oil and 
castor oil increased by 443%, 150% and 60% respectively. The,In* 
dustry* has made considerable progress since then. There are about 
500 big oil mills and about 1,000 medium-size mills in operation for 
crushing seeds in the various parts of the oountry. The mills cater 
to the needs of the townspeople and manufacture oil for export* 
In addition to these the indigenous oil mills run by bullocks are 
working throughout the country. Thus immense quantities of oil 
are manufactured in the country. But this oil is full of impurities 
and has not got a good colour so that it can be put to limited uses 
only. 

There are several handicaps from which the Indian oil industry 
suffers. In the first place, there are high tariff walls in other 
countries against oils, whereas the oilseeds are admitted free of duty. 
This encourages the export of seed from India and discourages *the 
export of oils. Secondly, the freight on oils is higher than on oil¬ 
seeds, whi<h makes it more economical to export oilseeds. Thirdly, 
oil-cake finds a better market in Europe than in India Very little 
oil-cake is used in India as fertilizer and as for its use as cattle feed, 
Indi ms have a deep-rooted prejudice against oil-cakes made by 
machines. Lastly, the export of oils requires special shipping 
facilities, e.g , tankers for bulk export, whereas export of seeds does 
not stand in need of any special arrangements. 

World War II, having created difficulties in the way of exports, 
afforded great opportunities for the development of the oil industry 
in the country. Already modern processes and efficient plants are 
being extensively used. It is necessary to extend such improve¬ 
ments still further. Almost unlimited supplies of the raw material 
are available. Preponderance of agriculture and a huge livestock 
should constitute a vast market for the oil-cake. Oil is a necessary 
ingredient in the making of soap, glycerine, lubricant, paint, ghee 
and varnish industries. Its use is capable of further extension. 
But if the industry is to be placed on a sound footing, standardiza¬ 
tion of oil and oil-cake will be essential. Besides, educative propa¬ 
ganda will be* necessary to persuade the farmer to use oil-cake as 
fertilizer and convince him that machine-made cake as cattle feed is* 
quite wholesome. 



CHAPTER XIX 

LARGE-SCALE INDUSTRIES (Conti.) 

I. Glass Industry* Glass industry in India is of great anti¬ 
quity. It is believed .to have been in existence centuries before 
Christ. Pliny testifies to the superiority of Indian glass, and Sir 
Allred Chattertcn speaks of the Indian glass industry as being an 
established industry in the sixteenth century. But primitive 
methods, bad materials and crude products were the main character¬ 
istics of this old industry. 

The Indian glass industry, as in th case of so many other 
Indian industries, has two well-defined sides: (1) the indigenous 

and (2) the modem. The indigenous side of the industry is mainly 
concerned in the making of bangles and is widely spread throughout 
the country, especially the U. P., in Bombay and Madras Presiden¬ 
cies. But the real home of the cottage industry is in the Indo- 
Gangetic basin with its large supplies of skilled labour, coal and 
saltpetre, and there it is concentrated at Ftah, Fatehpur and 
Pirovabad. especially the last. Belgaum m the South is another 
centre. At Firozabad there are about 100 regular glass-making 
factories. But more modern tastes and competition from glass 
factories turning out better bangles, especially competition from ‘silk* 
bangles made in Japan, are hastening the decay of this industry 

World War I proved a blessing to the infant industry. The 
number of factories rose from 3 m the pre-war period to 20 in 1918. 
After the war the industry was able to pull on. The output between 
the two wars increased by 250%. The value of imports declined. 
However, tiny factories outside Firozabad were dragging a pre. 
carious existence. World War II arrested the decline by aftording a 
welcome respite from foreign competition. 

Modern Glass Industry . The modern factory industry dates 
from the ’nineties of the last century. These pioneer attempts failed 

chiefly on account of lack of experienced management and skilled 
labour, wrong choice of site creating difficulties in procuring sufficient 
supplies of some essential materials and difficulties of finance. 
Bui the industry somehow struggled on till World War I cam© to 
its rescue. After the war, however, revival of keen foreign competi¬ 
tion again put the industry in difficulties. The Tariff Board in 
1932 recommended protection for 10 years, hut tho Government 
rejected the claim for protection on the ground that sufficient supplies 
of indigenous raw materials were lacking and that the industry 
-had to rely on imported soda ash. This decision caused bitter 
disappointment. 

World War II helped the industry a great deal. Several mm 
lines required by the Defence Department were evolved by the 
Government technologists and handed over to the ipejustry for 
regular production. Under the guidance of the technologists, furnaces 
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were improved and numerous glass-shaping, refining and decorating 
plants installed. Factories with modern equipment were set up at 
Ghaziabad, Banaras and FirozabadL For the use of the cottage 
industry at Firozabad, a gas plant was set up. Technical improve¬ 
ments of fundamental character were effected. Several new lines 
were initiated, e.g. f stoppered glass bottles^ glass slides for micro¬ 
scopes, prismatic glass, opal shades for use aboard ships, tinted 
spectacles, etc. The Indian glass factories now manufacture lamp 
chimneys, globes, tumblers, jars, flower-pots, bottles, sheet glass, 
electric bulbs, boiler gauges, steamw&re, hospital ware, etc. Foreign 
imports are being rapidly replaced. 

Annual production of Indian glass industry has been valued at 
Rs. 200 lakhs and there are about 100 factories, meeting about 50% 
of the home requirements. Most of the Indian glass works are 
small and there are a few large works, too, e.gr,, Allahabad Glass 
Works at Naini, the U.P. Glass Works at Bahjoi. the Ogale Glass 
Works in Aundh State, Bombay Presidency, and the Paisa Fund 
Glass Works at Telegaon near Poona. The main centres of the 
industr} r are in five States—the U.P., Bengal, Bombay, the C.P. and 
the Punjab. 

The glass industry in India should have bright prospects. 
Indian market for bangles and other glassware is quite vast. Suffi¬ 
cient trained personnel are now available. Electricity ea i supply 
cheap power. Major raw materials in sufficient quantities are also 
available, only soda ash has to be imported. India has plentiful 
supplies of suitable sands scattered in various parts of the country. 

Post-war Developments, 1 Targets for post-war developments 
have been fixed : For sheet glass 42 million square feet against 
present 20 million square feet, for glass shells 25 million pieces 
against the present 14 million pieces, while the scope for optical 
glass and scientific instruments is unlimited as the present production 
Is negligible. 

But if the industry is to rise to reasonable heights, it will have 
to get rid of the present shortcomings. It must rationalize itself 
and effect necessary reforms. Its products are inferior, lack finish 
and are often deformed. Little attention is paid to quality. There 
is no scientific control over production. Little progress had been 
made in technique and the application of scientific methods. There 
is no marketing organization worth the name. Every effort should 
be made to rise the level of efficiency. Now that the Central Glass 
and Ceramic Research Institute has been established in Calcutta and 
has started functioning, we may look forward to the introduction 
of scientific methods* The functions of the Institute are testing, 
grading and standardization of raw materials and finished goods, > 
survey and identification of raw materials, improvement in existing 
operations regarding furnaces, annealing, composition of batches. 


L Eastern Economist, Jan. 10, l<)47. p,!21. 
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collection and dissemination' of information. This development 
augurs well, for the industry if effective liaison is maintained between 
the industry and the Institute, < 

Although it is necessary for the industry to put its own hdtfee 
in order, yet Government assistance is equally essential. A reason¬ 
able assurance of protection must be held out. The Government 
should &ls6 secure the services of foreign experts. The industry has 
a bright future. Rationalisation, consolidation and scientific im¬ 
provements are essential. 

As against installed capacity of 150,000 tons, the production 
in 1948 was 70,000 tons and m 1949 53,300 tons, whereas the target 
for 1950 is 100,000 tons. 

2* Cement Industry. The Indian cement industry is a fas¬ 
cinating study both from the point of view of its phenomenal 
development and unique organization. It is an industry without a 
past. Though young m years, it has already grown to full stature. 
From a manufacturing capacity of 85,000 tons in 1914-16 it increas- 
ed its capacity to 581,000 tons in less than 10 years in 1924, i.e. f 
588*5% increase. The Indian factories m 1914 satisfied only 6% of 
the home demand, whereas in 1937 the corresponding figure was 
07% Few industries in India, except perhaps sugar, ean show a 
record of so rapid a development. 

The first cement factory, which owed its origin to the enter¬ 
prise of b'outh industrials Ltd,, Madras, commtneed operations 
in 1904. But its methods being not technically efficient, the factory 
• had later to close down. The real foundation ol the industry was 
laid m 1912-13, when three factories weieset up. They had hardly 
commenced operations, when World War I broke out and the 
Government assumed control of production. The prosperity of these 
companies led to the establishment of seven more factories, and 
the existing factories doubled their capacity between 1019 and 1922. 
As a consequent e, productive capacity exceeded demand and cut¬ 
throatcompetiticn ensued, under which mest of the concerns had 
to suffer. To overcome its difficulties, it applied for protection in 
1924. But the Tariff Board refused to recommend protection on 
tlie ground that the misfortunes of the industry were due to over¬ 
production and internecine competition. The Board, however, 
recommended bounties on the consignment of cement to certain 
ports and i ail way stations under certain conditions. This the 
Government refused to accept. 

But the Board’s suggestion to the industry for closer co¬ 
operation was readily accepted. In 1927 the Concrete Association 
of India Was formed to carry cn propaganda and educate public 
opinion in the use of cement. The Association Certainly created 
‘eement-mindedness’. The formation of the Cement Marketing Co. 
In 1930 was the next step. ■ It centralized the selling arrangements 
and assigned quotas of production^ the various factories. But the 
system was defective inasmuch as most of the factories had to work 
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'below capacity and even the least efficient ones were assigned a* 
-quota, \ merger was, therefore, established in 1936 under the 
name of Associated Cement Co,, Ltd., (A.C.C.). 

Bdt the advent of the Dalmia Group in 1936 made a breach in 
the integration of the cement industry. Luckily an arrangement was* 
arrived at between the two groups and a joint selling organization 
was set up. The cement industry in India is thus strongly organized 
both on the productive and distributive sides. By rationalizing 
itself the cement industry has given an excellent lead to the 
other Indian industries. India has become almost self-supporting 
in cement. 

The location of some of the cement factories in India is not 
quite favourable. Proximity to raw materials is there. But the 
factories are situated far from the coal-fields. The nearest factory 
is at a distance of 200 miles, and several factories are at a distance 
of more than 1,000 miles. No cement works up to 1925 were 
situated within 350 miles of Calcutta and 250 miles of Bombay, and 
these two ports and their surroundings used more than half the 
cement consumed in the country. Most of the cement Works were 
thus seriously handicapped by their remoteness from the chief con¬ 
suming centres. The Dalmia Group, however, did not suffer from 
these defects to the same extent. At present the industry is con¬ 
centrated ih three provinces—Bihar producing 598,000 tons, 
Madras 360,000 tons and the C.P. 250,000 tons. 

Indian market for cement is still largely undeveloped London 
alone Consumes more cement than what is consumed by the whole 
of India, Till a few years ago the use of cement was confined to 
heavy structural items of engineering construction, but thanks to 
the propaganda carried on by the Concrete Association, more delicate 
and everyday uses have been found for cement. 

World War II gave a great stimulus to the cement irylustry'. 
The expansion of industries and Government requirements for w ir, 
especially for A. R. P. work, crated a new demand After the 
outbreak of war the work of military construction was speeded up 
and it required large quantities of cement. Also demand appeared 
from the overseas markets. The cement industry has”m^dd^steady 
progress during the war period. The public experienced an acute 
shortage of cement. Restrictions were imposed on civilian consump¬ 
tion. Eighty per cent of the production was requisitioned by the 
Government for its own use and only 20% was left for * public use. 
Prices rose high. The A.O.C. extended their factory at Coimbatore 
adding 50% to its productive capacity. The*output increased 
considerably, - - <- 

- Post-war Developments , The peak fovel of production of 
cement was attained in 1941*42 and since then production has beeii 
-on the decline. Production for 1946-4 T was the minimum so far; 
Aihong the reasons responsible for the decrease 4 in production may 
9m mentioned labour unrest, ' uncert^iii^' political obnditfonsj pr#. 
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various and short supplies of coal, transport difficulties and wear 
and tear of the plant and machinery on account of the war strain. 

The undivided India had an installed capacity of 2*6 million 
tons but as a result of the partition Bharat inherits the capacity 
of 2T million tons. We left five factories in Pakistan out of a 
total of 24. 

Production of cerrunt in the Indian Union in 1948 was 15*53- 
lakh tens and in 1949 it was put at 21 lakh tons as against the in¬ 
stalled capacity of 2815 lakh tons. 

An ambitious programme for the expansion of the cement in¬ 
dustry was prepared, according to which supply was expected to 
catch up demand in 1948 49. Production was to be doubled by 
1952, The schemes had to be reviewed consequent to the partitions 
of the country. As a result of this revision 32 schemes will operate 
increasing the installed capacity to about 5*5 million tons a year. 
The location of the new units has been planned on a rational basis. 

3. Match Industry. The Indian match industry is of a very 
recent growth. The only successful factory up to 1922 wos the 
Gujrat Islam Match Factory established at Ahmedabad »n 1895. 
All other factories started during the pre-war period had to bo 
wound up either on account of financial difficulties or ignorance 
and inexperience of the management or on account of w^rong choice 
of the site. 

The year 1922 was important in the history of the Indian 
match industry. In that year the import duty on matches was 
raised to Re. 1-8-0 f>er gross. Although the duty was imposed 
primarily for revenue purposes, it did afford substantial protection 
to the Indian industry, and under its shelter several factories were 
set up. The industry took long strides and between 1928 and 1938* 
t he number of factories more than trebled. 

The match industry, finding itself in a difficult position in 1927* 
applied for protection. But the only relief recommended by the 
Tariff Board in 19x8 was the conversion of the revenue duty into 
a protective one, thus ensuring its continuity. The bewailings of 
the Indian concerns, however, against the throttling competition of 
a gigantic Swedish combine working in India, did not receive any 
sympathetic consideration. 

The Indian match industy has the advantage of a lajjge home 
market estimated at 17 million gross a year and a plentiful supply 
of cheap and fairly efficient labour. The industry has also made a 
very rapid progress. Not long ago, we relied on imported matches. 
But we are now practically self-sufficient in our requiiements for 
matches. Production of matches in 1947-48 was 18 million gross 
as against 16 million gross nearly in 1946-47. The peak production* 
however, was 23 million gross for 1940-41- 

But the disquieting feature in the Indian match industry is the 
dominance of the all-powerful Swedish combine now known a* the 
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Western India Match Company, controlling about 70% of the world 
match market. Development of the Indian match industry is largely 
the development of this foreign concern. This strong rival of the 
Indian concerns jumped over the tariff wall and launched an am* 
bitious programme of setting up a number of factories in India. In 
1928 it had only four factories, but now it owns about a dozen 
of them. Even by 1926 it had captured 50% of the Indian market. 
It has since entrenched itself more strongly- In 1948 the capacity 
of the five units of the Company was 18 million gross a year whereas 
the total output of about 200 units of other companies was 7'9 
million gross. By the adoption of unfair methods, it has already 
taken a toll of many Indian concerns. Its recent reconstruction 
with rupee capital with a few dummy Indian directors on the board 
hardly disguises its real complexion. 

4 . Tea Industry. India enjoys the enviable position of being 
the largest exporter of tea in the world, supplying more than 40% 
of the world demand for tea. It is a different type of industry* 
representing a combination of agriculture and industry. 

For a long time China tea was supreme in European markets. 
It was in 1820 that indigenous tea was discovered in Assam. The 
East India Company started an experimental t garden in 1835 which 
was sold in 1840 to the Assam Co., which even today is the largest 
concern. Since then the industry made rapid progress. The 
Chinese tea was gradually ousted from the European market®. 
Between 1896-97 and 1938-39 exports from China decreased by 90% 
and those from India increased by 132%. 

Cultivation of tea depends solely on climatic conditions. Tea 
gardens are found in Assam, Bengal, Bihar, Southern India and 
Northern India. But they are largely concentrated in West Bengal 
and Assam. Of the total area under tea in the Indian Union of 
730,000 acres, nearly 73% occurs in Assam and the two contiguous 
district* of West Bengal ; 20% is accounted for by South India. 
Production of tea in India has in recent years amounted to 540 
million lb. per annum nearly, North India, Bengal and Assam con¬ 
tributing about 80% and South India's share being 17 or 18%, The 
production in 1947 touched the record figure of 545 6 million lb. as 
against 537*3 million lb. in 1946. 

The yield of tea per acre varies from province to province, the 
highest being 728 lbs. per acre in Assam and the lowest 44 lbs. in 
Garhw&l. The standard of tea cultivation in K&ngra Valley is said 
to be very poor. It is suggested that the Punjab Government 
should periodically place the services of scientific advisers at the 
disposal of the tea growers in K&ngra. 

The domestic market for the tea industry is comparatively 
undeveloped on account of prejudice and poverty. Therefore, the 
discovery of new foreign markets and the expansion of the existing 
<kies is the very life and soul of the tea Industry. Economic 
depression in the 'thirties hit the tea industry very hard. On the 
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one hand, there was over-production in ail the tea-growing countries 
and, on the other, policy of aggressive economic nationalism result* 
mg in stringent restrictions on imports and the lack of foreign 
exchange cut down the demand* There was a catastrophic fall in 
prices, 1932-33 being the worst year. To save the industry from 
utter ruin, an international agreement was entered into in 1933 for 
file years among the principal tea-producing countries of the world. 
The agreement was renewed m 1938 for the next five years. Under 
the agreement export quotas were assigned to the contracting 
countries from year to year. 

The key to the problems of the tea industry will be found in 
India itself At present the consumption of tea in India is very 
small but the teeming millions of India offer almost a limitless 
market. The Indian Tea Market Expansion Board has been carry¬ 
ing on a publicity campaign by opening tea shops, distributing free 
cups of tea, selling pice packets, through travelling cinemas, de* 
monstrations and advertisements in the Press. It has been trying to 
fight the double prejudice, i.e., prejudice against tea drinking based 
on the opinions of quacks and pseudo-medical men, and secondly 
the belief that tea comes from gardens where Indians are treated 
worse than slaves. It is hoped that sustained propaganda will pay 
in the long run and the home market will expand still further. The 
prepent consumption of tea in India has been put in the neighbour¬ 
hood of lfO million lbs. It has almost doubled during the last 10 
years , 

The Indian tea industry has endeavoured, from comparatively 
early times, for improvement of both the quality and yield of tea 
by scientific research The Indian Tea Association established in 
1911 a research station at Tocklai which has been doing very Useful 
wprk. A Commission under F. L. Engledow, of Cambridge, made 
useful recommendations for intensifying research and adding its 
utility to the industry. A closer contact between thb research 
station and the management of tea gardens will be hjghly beneficial. 

World War II bad an unsettling effect On the tOa industry ; 
the continental markets disappeared, prices fluctuated and eijiorfc 
quotas had to be revised. But when Japan entered the w&r, im¬ 
portant sources of supply like Formosa, China, Japap ahd Patch 
East Indies were closed The demand for Indian tea therefore 
increased.’ The war with its* strain and fatigue vastly indeased 
the demand for tea from the U, S. A., the U. K., Australia and 
the Middle East, countries. Throughout the wat the J Indian tea 
industry had» enjoyed a measure of prosperity * Neither pro-* 
duetibn nor distribution raised any serious problems. Market was 
assured and the price was good. Labour troubles werfe practically 
unknown. v * • v , , >> u 

* J 4 WfeOd the War • was over, the manufacturers became nervous. 
Ifni tho circumstances made the’tide'to flew Still ixi the industry^ 
fevour* f Sm the ©iitish Ministry of Food^Was ahxioiis to secure 350 
awfanrlb. of thai < • * , ' *" u\ ** * * * * • . 
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Him tea industry has continued to complain of the shortage of 
tea chests. The home production is estimated at fi million chests 
whereas the industry requires 4*6 million chests. The tea chests 
of local make are not only numerically insufficient but also quali¬ 
tatively poor. In order to encourage plywood industry to fill the 
gap the revenue duty of 30% has been changed to a protective duty 
of 25%. The industry has also experienced a shortage of fertilisers, 
being supplied only 30-35% of its normal requirements. 

As a result of Partition some 90,000 tea-growing acres have 
fallen to the share of Eastern Pakistan. 

The biggest headache of the tea industry is caused by the fear 
of approaching world surplus. On the other hand, costs have gone 
very high, being two and a half to three times the pre-war level. 
When, therefore, the consumers have a wider selection, higher cost 
of Indian tea may be a serious handicap for it to compete in the 
world markets. Our producers must, therefore, concentrate in the 
production of quality teas. Unless we are able to adjust our costs 
to prices, there is a real danger that the industry may be engulfed 
by a depression similar to that of 1931. 

During the next four or five years we may expect a keen com¬ 
petition from Japan, Formosa, China, Ceylon and Indonesia, the 
latter two being the strongest rivals. We must therefore reduce 
costs, improve quality and also packing. In the last analysis 
quality and price alone will determine the future of Indian tea. 

The tea industry is singularly free from labour troubles which 
shows that industrial relations on, the plantations are smooth and 
satisfactory. The Industrial Committee has decided to draw up a 
separate labour code for workers employed in plantations, because 
ordinary industrial legislation cannot be wholly applicable to planta¬ 
tions on account of peculiar conditions of employment there. 

5. Tobacco Industry. India is indebted for tobacco to the 
Portuguese who are believed to have introduced it here in the 
beginning of the sixteenth century. The importance of the tobacco 
industry in India can he judged from the fact that the annual j$\m 
of the crop has been estimated at Rs. 18 crores. India is the largest, 
producer of tobacco, next only to the U.S.A. 

t Tobacco in India is grown in five well-defined areas : (1) North 
Bengal area producing tobacco suitable for cigar, cheroots, hoo^a 
arid chewing; (2) the Guntur area in Madras growing Virginia 
cigarette and pipe tobacco ; (3) North Bihar area for chewing aptcl 
cigarettes; (4) Gujtat area in Bombay and Baroda mainly 'fc£ 
bidis \ Virginia tobacco is also being attempted ;' and (5) Nipapt" 
a&ea consisting of Belgium and Satara districts of Bombay .gindt 
some neighbouring States: But, besides these specialtobacdo-grow- 
mgvareas* tobacco is extensively grown in all parte of the country 
%r local consumption. Tobacco grown in fedfW* is 
mctured in ludiaand partly * exported. The Indian* Leaf ToBaood 
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Development Co. is the biggest purchaser and accounts for more 
than half of the total crop. Numerous factories have been set up 
during the last 20 years for manufacturing tobacco. Cigars and 
cheroots are specialities of Madras ; bidis are made in almost all 
principal cities but Poona, Jubbuipore and Nagpur are the chief 
centres It is a very flourishing cottage industry in the C.P., provid¬ 
ing employment for about 50,000 persons. Hooqa tobacco is made 
almost everywhere but Eampur, Gorakhpur, Lucknow and Delhi are 
specially famous for it. Delhi and the U. P specialise in chewing 
tobacco and Madras and Mysore in snuff. But there being no 
standardization, the qualities produced in different places differ. 

Vigorous attempts have been made in recent years in improv¬ 
ing the quality of tobacco grown in India and for exploring the 
possibilities of growing superior varieties. In 1936 the Imperial 
{now Indian) Council of Agricultural Research established a tobacco 
sub-station at Guntur. Departments in several States have set up 
their own research stations. The Indian Leaf Tobacco Development 
Co. itself has done a lot in improving Indian tobacco grown itt 
various parts of the country. The Mysore Tobacco Co. has stimulat¬ 
ed the cultivation of Virginia tobacco in Mysore. 

Steps have also been taken to improve marketing of tobacco in 
India. The Indian Tobacco Association, representing the growers, 
dealers and manufacturers, has been established to assist the trade 
in standardizing and preparing the tobacco before marketing The 
Madras Commercial Crops Markets Act of 1939 seeks to regulate 
marketing practices in tobacco. 

6. Lac Industry. India produces 49,000 to 50,000 tons of lac 
every year. It is chiefly used for polishing furniture. ' It is also 
used in gramophone records, for filling hollow gold and silver orna¬ 
ments and for lacquering wooden toys, pen-holders, etc. For all 
these purposes India can hardly consume 3 per cent of the total pro¬ 
duction of lac in the country and the rest is all exported, the U.8.A. 
being the most important customer. 

The development of the lac industry has been stimulated by 
the growth of the gramophone record industry which consumes about 
40 per cent of the world production of lac. In India about 300 tons 
of lac is consumed annually by the gramophone record industry. 

Besides gramophone records, lac is utilized in foreign countries 
in the manufacture of French polish, floor varnishes, insulating 
varnishes and cements, grinding wheels, hats, leather dressings, paper 
finishes etc. This shows what a wide field lies open for the develop¬ 
ment of the lac industry. We are yet far from making full use of 
this valuable material. The Indian Lac Research Institute at 
Namkum in Bihar is doing useful work in snggesting new openings 
for the use of lac and improving its cultivation. 

7. Giiit ni Industry- Film industry is one of our youngest 
industries. It celebrated its silver jubilee only in 1939. But it has 
developed very rapidly and already it has come to occupy the eighth 
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place among the Indian industries. Its annual contribution to the 
Central and Provincial exchequer amounts to Re. l f 2l croree, the 
entertainment tax yielding about Rs. 40 lakhs yearly. About the 
importance of the film industry in India, therefore, there cannot be 
the least doubt, Next to Hollywood India is the biggest film pro* 
duoer in the world. 


The first Indian film “Harish Chandra” was produced in 1918. 
The advent of the talkies accelerated the development of the industry; 
There are about 150 companies engaged in producing films and them 
are about 50 studios, the more important centres being Bombay, 
Calcutta, Madras and Poona. But Bombay accounts for two-thirds 
of the total number of films produced in the country and is, there¬ 
fore, entitled to be called “India’s Hollywood.” In addition to 
about 500 touring cinemas, there were in 1943, 1,460 permanent 
cinema houses. There are now more than 2,000 cinema houses and 
the industry has fixed a target of 5,000 cinema houses. The gross 
kimual income from Indian films has been estimated at Rs. 2 40 
crores. Capital investment in the production and distribution of 
films has been ) ut at Rs, 8 crores, the yearly expenditure on 
production of films being Rs 2 crores. The number of distributing 
companies is about 150. 

But so far we have confined our activities to the production 
and distribution of films. For raw films and cinema equipment, wp 
exclusively rely on foreign countries. The increasing demand for 
films in India should open out quite a promising field for some 
enterprising Indian industrialists to take to the manufacture of raw 
films and cinema equipment. 

Presiding over the sixth ordinary general meeting of the 
National Studios in January, 1946, Mr. J. K. Shrof sounded a note 
of warning to the industry. According to him, “Our studios are to# 
small, while production is haphazard, ill-conceived and governed by 
personal whims and fancies.” In order to ensure orderly growth 
and eliminate wasteful competition, the industry must be properly 
organized. 

The cinema industry complains that it is being crippled by 
ever mounting taxation. It is said that 60% of its income is being 
taken away by taxes. It is not wise to kill the goose that lays the 
golden egg. 

8. The Rayon Industry* Though the rayon industry in India 
is still in its infancy, yet it has rapidly grown and come to occupy 
a very important place in our economy. Among the textile Indus* 
Wes it is next to eotton textile industry in importance. 

It was only in 1936 that rayon weaving industry was s tarted 
on an organized basis to take advantage of protection granted to 
cotton industry in that year. Up to 1936 rayon yarn was used only 
tar the handloom weaver or by the mills in Suri borders. Production 
ff pure rayon piece-goods was Insignificant. But within a few year# 
after 1936, several rayon weaving mills were set up to tuns this infant 
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industry into a major textile industry. Since the removal of control 
on the imports of rayon yam many more mills have been established. 
There were in 1949, 300 such weaving mills working on 15,000 
looms. But the capacity of the industry is being rapidly enlarged 
by the new entrants as well as the extensions effected in the existing 
mills* 

The real silk manufacturers and the cotton cloth manufacturers 
were at first very nervous at the establishment of the industry. But 
experience has falsified all their fears and it has now been proved that 
rayon products have a distinct market of their own and do not in 
any way impinge on the sphere of other textile industries. 

The trouble about this industry is that it entirely depends on 
the imported yam which mostly comes from Japan and to some 
extent from Italy. Tt has got a very precarious existence. It is really 
a miracle how it pulled through the longest war in history when all 
supplies were totally cut off. Now that the industry has come to* 
stay the Government must do all it can to rid it of this dependence; 
Three units are already under construction in Bombay, Travancore 
and Hyderabad with an aggregate capacity of 16J tons of yarn per 
day. But our normal requirement is 70 tons per day. this gap 
must be filled up to make us st lf-sufficient. Two more schemes for 
the manufacture of rayon yarn are reported to be under active con¬ 
sideration, one in the U. P. and the other in Mysore. 

. 9. Silk Industry. The position of silk as a cottage industry 

has already been reviewed. Up to 1830, India used to export large 
quantities of silk goods but we have seen how Indian silk goods carp© 
gradually to be ousted both from the internal and external markets. 
We have also noticed how recently Government tried to help this 
ilMustry through protection and otherwise 

Besides the cottage industry, silk factories have also been sqt 
up. But with a few honourable exceptions like Sassoon and Alliftn^® 
Sdk Co., Bombay, most of the factories are comparatively of ,a very 
small size working with a few hundred workmen. These factories 
have to rely almost exclusively on silk yarn imported from abroad, 
especially China and Japan. But 1 there are several large tracts in 
India suitable for sericulture. There is no reason why' aided by 
scientific research India Should not be able to dispense with the raw* 
and silk manufactures imported from abroad. 

* The raw silk consumption in India has rbeen estimated.>at 4 
million lbs. of which normally 50% is met by home production* 
The Government has prepared plans to step up production to 3'2. 
million lbs. by 1950. A Central Silk Board has heen set up to guide 
a^dencourage the industry, « » 

‘ The disturbed conditions in Kashmir have hampered the pro¬ 
duction of silk fabrics. 

10. Wool Manufactures. Apart from the Woollen ‘cottage 
indtistry, which we have already discussed; woollen nfcffl industry ' ah 
•k Ihdk hiw alsb been developing to isome extent. f ! 
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The first woollen mill was set up in 1876 at Kanpur. A fojy 
mills were established in the next decade, the most important, 
the BgOrton Woollen Mills at Dhariwal. World War* I gave spine 
stinmlus to the industry and three mills were, set np to Bonil^y 
between 1919 and 192L Severe foreign competition led to the liqui¬ 
dation of some mills in 1924. In the ’thirties the woollen industry 
was in the grip of depression. But the Government could not see 
its Way to acceptmg the Tariff Board’s recommendation to' 1934 for 
granting protection to the industry. Instead a grant of Rs. 5 lafihs 
spread over 5 years was given for the development of the cott&ge 
woollen industry. * 

The woollen manufactures include flannels, surges, tweedy, 
broad cloth, blankets and rugs. The raillR use largely Indian wool 
and only for finer fabrics they have to depend on Australian wool. 
Bombay. Kanpur, Dhariwal* (Punjab) and Bangalore are the chief 
centres of the industry. 

The Indian climate being more suitable for cotton than woollen 
cloth, the possibilities for the expansion of the woollen industry are 
not so big. But considering the large imports of wool, raw find manu¬ 
factured, there is a large field for further expansion of the industry. 
No d$ubt Indian wool is inferior, but superior wool can be imported. 
Several other countries have developed their woollen industry with 
imported wool and there is no reason why this industry should not 
be further developed in India. Our mills at present satisfy only a' 
fraction of our total demand. 

World War II gave a great fillip to the woollen industry. The * 
woollen mills in India worked to their maximum capacity to meet 
the clothing requirements of the growing Indian, Army. Production 
of woollen goods during the first half of 1948 was estimated at II‘3 
million lbs. The main problem facing the industry in increasing 
production of finer counts is the shortage of woollen tops (merino) 
which are imported exclusively from Australia. 

11. Sail Industry. Salt can be manufactured in many parts 
of India, Only in Bengal, Bihar and Orissa it is difficult to manu¬ 
facture it on account of damp ilimate and the fresh Ganga water 
pouring into the sea making it difficult to make salt by evaporation. 

There are two sources of salt in India : (I) Brine salt chiefly 
from Sambhar Lake in Rajputana ; and (2) sea salt factories in 
Bombay and Madras. 

The salt industry was given protection in *930. The salt duty 
was continued up to 1938, although it was progressively reduced. 
With the resources at our command, India can easily hope to 
be come self sufficient in salt. 

The Gandhi-Irwin Pact, 1933, gave an individual the right to* 
manufacture salt for his own needs. This Pact was amended in 1947 
which safeguarded this right fpr individual requirements and for- 
- sale under express provision. 
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During the war the output of salt increased from 1*8 million 
%0m to 2*2 million tons a year and it is hoped to increase it to 
million tons within a decade. Production in the first half of 1950 
was 2 06 million tons. 

In recent years the salt position as regards supph , price and 
quality has been very unsatisfactory. India’s position has been 
farther weakened with "regard to salt by the Partition. The loss of 
the rich Punjab Salt Range and Khewra mines for India has 
meant a loss of 25 lakh maunds of rock salt. Rock salt is very 
popular. The unpleasant fact of the Partition is brought home to 
the masses in India when they have to take dirty-looking salt from 
Sambhar Lake. 

It is necessary for us to take stock of the situation now and 
work for the realization of the ideal of self sufficiency in the course 
of a few years. Our average per capita consumption is only 12*6 lbs , 
as against the world average of 23 lbs. 3n estimating our needs for 
the future we must allow for an increase in human consumption, 
need of the cattle and those of industries. Our industry has need to 
be reconstructed and further developed. Production must be stepped 
up. The industry must be rationalized for the purpose. Licences 
for making salt from sea should be issued more liberally. New 
sources of rock salt should be prospected. The Development Com* 
mittee appointed by the Central Government is of the opinion that 
at the present rate of progress it should be possible to attain the goal 
of self-sufficiency by 1951. 

12 Some other Industries. Engineering Industries. The 
engineering industry in India came into existence during the latter 
half of the last century. But it was mainty confined to repairing 
.activity in connection with the railways. With the development of 
modern large-scale industry, workshops came to be established. 
Recently the Tata Iron and Steel Company has stimulated the deve¬ 
lopment of several engineering lines so that now several types of 
tools and implements are made in India. But even now the engineer¬ 
ing industry is chiefly a repairing industry. We still rely almost 
exclusively on imported machinery which on an average comes to 
Rs. 16 crores worth yearly. To the value of machinery may be added 
transport, insurance and other charges. All this means a consider¬ 
able initial handicap to the Indian industrialists. High capital 
cost, scarcity of efficient labour and internal competition are some 
of the difficulties that the engineering industry has to face. The 
-engineering industry is centralized in the chief industrial centres of 
Bombay, Calcutta, Kanpur, Nagpur, Ahmedabad, Madras, etc. 

Aluminium Industry? Aluminium industry is on© of the most 
modem industries. It was only towards the close of the 19th century 
that commercial exploitation of aluminium was rendered possible 
through the discovery of electrolytic process. But the industry is 
now firmly established and has been declared to be a key industry. 


L See «niele by K.C. Mahmdru m Commerce of Dec. itMtt. 
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From the point of view of national defence its importance can 
hardly be over-emphasised. For electric supply undertakings 
aluminium smelting is regarded as a very desirable load. The in- 
dustry may therefore provide an excellent outlet for our multi¬ 
purpose projects. The Non-ferrous Metal Industries Panel say in 
their report: “The coming age is the age of light metals and 
aluminium is destined to play an important role in the future 
development of almost all branches of industry. Aluminium can b© 
classed as a general purpose metal.” It is used in the transport 
industries, over-bead transmission lines in food and chemical in¬ 
dustries, in buildings and in kitchen in the form of u tend is. In 
importance the aluminium industry is only second to iron and steel 
industry. 

India has extensive deposits of bauxite and they have been 
found to be commercially workable. The power possibilities of 
India are also immense * cheap power is the other major require¬ 
ment of the industry. Hence favourable conditions exist for the 
development of this industry in India. But Indian bauxite has 
certain chemical peculiarities on account of which the cost of pro¬ 
duction in India is higher than in America or Europe. This is also 
due to the fact that power costs m India arc higher. In view of 
this, the industry cannot develop without a suitable measure of 
protection. This industry in India started in a reverse gear. The 
manufacturing of utensils preceded the production of ingots. The 
protection given to the industry must be so devised as to encourage 
the production of ingots. Only then the Indian aluminium industry 
will have a sure foundation. 

Paints Industry. The first factory for the manufacture of 
paints was set up in 1902 near Calcutta. This first venture proved 
to be quite lucky and had a prosperous career. r Ihe industry 
received some stimulus during World War I and since then it has 
been making a steady, though not marked, progress. India produces 
all the essential ingredients required in the making of paints, e.g. t 
turpentine, linseed oil, red oxides, barium sulphate, etc. Production 
of paints has appreciably gone up during the last few years. 

Soap Industry. Conditions for the manufacture of soap are 
quite favourable in India. Large quantities of vegetable oils are 
produced in the country and their supply can be increased still 
further. Only caustic alkalies have to be imported. There is a 
large home market, cheap labour, lower level of taxation and exist¬ 
ence of import duty on foreign soap—all these factors go in favour 
of the Indian industry. The first Indian soap factory on modem 
lines was started in Meerut in 1879 by N, W. Soap Co. Under 
the influence of Swadeshi movement a number of factories were 
started in Bengal of which the Bulbul Soap Co., the National 
Soap Works and Oriental Soap Works deserve special mention. 
Production of soap on the eve of war (1914-18) was only 20,000 
tons. The war provided a great stimulus. Between 1935 and 1930 
there Was a marked increase in production which amounted to 
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70,000 tons. Soap of all binds and of excellent, quality are being 
produced, washing soap being 90% of the total production, Not 
only are there small concerns making soap all over the country, 
but also big companies like Modi Manufacturing Company, the Tata 
Chemical Company, Godrej, Lever Brothers, etc., are manufacturing 
large quantities of good soap. It is necessary to develop simul¬ 
taneously the allied industries ]jke box and barrel making. The 
Indian soap industry has so far made comparatively little use,of 
fats and waste greases which form important materials for the soap 
industry abroad. The demand for soap is increasing and is bound 
to increase still further as the standard of living in India improves. 
The soap industry, therefore, seems to have quite a bright future. 
Rationalization, research and improved methods are needed to put 
the industry on a stable basis and open out a vast field for future 
development. 

Recently the industry seems to be passing through a crisis. 
As against an installed capacity of 300,000 tons, production in 1948 
was 180,000 tons and it went down to less than 100,000 tons in 1949. 
The annual internal consumption has been put at 125,000 tons. For 
the prosperity of the industry, it is necessary not only to increase 
home consumption but also to find outlets abroad. For this purpose 
cost of production must be considerably reduced. 

Vanaspati Industry- In recent years the vanaspati industry 
has grovn to huge, and according to some, alarming dimensions. It 
is by now the second largest food processing industry with a capital 
investment of Rs. 23 crores. There are 40 factories producing 
vanaspati and providing direct employment to 15,000 workers and 
many thousands more indirectly through allied industries. There 
are 50,000 dealers of vanaspati in the country. 

In 1950 public attention was focussed on vanaspati industry as 
never before because *a number of Bills banning vanaspati were 
brought before Parliament. The arguments and counter-arguments 
leave the public mind m a confused state. Nutritional, economic 
and moral consideiatb ns necessarily enter into any decision that 
may be taken about this product. 

The most important consideration is the nutritional value of 
vanaspati. An experiment conducted at Izzatnagar showed that 5% 
of vanaspati in the diet of the rats made them blind in the third 
generation. This conclusion was, however, challenged by no less 
an authority than Dr Gilder who attributed this blindness to poor 
Bengali diet and not to vanaspati. The latest verdict is that of 
Vanaspati Research Planning Committee who are of the opinion 
that experiments conducted at four different centres showed that 
vanaspati of melting point 37°C has no harmful effect as compared 
with raw groundnut oil. This, however, is only a negative con¬ 
clusion* It only shows that hydrogenation did not improve the 
nutritional value of oil. Why should then the country spend 
Rs. 12 crores annually on hydrogenation that it is spending today ? 
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This may be considered the price paid for its colour, flavour and 
presentability. In view of contradictory opinions expressed by 
experts, no clear-cut opinion may be formed about the food value 
of vanaspati ; it may be considered as doubtful. 

The real trouble about vanaspati is that it cannot be dis¬ 
tinguished from pure ghee by the layman and this leads to the 
mischief of adulteration which is so common nowadays. Things 
should be so arranged that those who want vanaspati may be let to 
have it, but those who want pure ghee should be able to get it 
without vanaspati being mixed with it. For this purpose suitable 
colorisation seems to be essential. But the colour must be such as 
to appeal to the eye, is not injurious and there should be no fear of 
decolorisation. The Indian Dairy Research Institute has found 
that colouring vanaspati by extracts from roots of Ratanjot is quite 
satisfactory. 

In banning vanaspati the economic consideration is the loss of 
capital invested and unemployment of those who are engaged in the 
industry. The issue of compensation may be raised. Legal aspect 
must be considered. 

There is the moral aspect of vanaspati too. By offering temp 
tation to adulteration it has brought down business morality. 

13. Industrial Development Reviewed. We have made a 
rapid survey of the wide and varied industrial field of India. We 
have traced the origin and the development of various Indian 
industries and the problems confronting each of them. What is the 
measure of this industrial development ? 

Looking at some important industries we find that production of 
jute and tea has generally exceeded the home demand. On the eve 
of World War II India became practically self-sufficient in sugar, 
cement, cloth, iron and steel, paper and matches. India has come 
to take its place among the ten highly industrialized countries of the 
world This seems to be an excellent record. Progress of industries 
was further accelerated during World War II, *both in quality and 
quantity. Existing industries were expanded and many new 
industries were established. 

But it should not blind us to the real situation. We are really 
still very backward industrially. According to Sir M. Visyesaraya 1 * 
the total capital of organized industries is estimated at Rs, 70ff 
crores of which not more than Re. 300 crores worth capital is owned 
by Indians. Dominance of foreign capital in Indian industry is one 
of its danger spots. Although the population of the U. K. is only 
13% of the Indian population, the number of industrial establish¬ 
ments there in 1928 was 107,500 and capital outlay thereon in 1932 
was equivalent to Rs. 7,067 crores. The U. 8. A., with 35% of the 
Indian population, had 174,136 industrial establishments in 192ff 
with capital outlay equal to Rs. 23,000 crores. In Canada, with 


1 • Vide Planned Economy for India , 1934. 
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3% of the Indian population, the number of industrial establishments 
in 1929 was 24,020 and the capital outlay Rs. 1,445 crores ; Japan 
whose population is only 19% of ours, owned in 1928, 1,13,711 
industrial establishments with capital outlay of Rs* 1,009 crores. 
These figures must have gone up considerably since then. It is 
quite clear that as compared with other countries, and considering 
our vast resources in men and material our industrial development 
must be pronounced as insignificant. Only about 11% of our 
population is living in urban areas and the number of persons 
employed in organized industries is about 2%. The value of raw 
materials and semi-manufactured goods exported is nearly 60% of 
the total value of our exports, and the exports of manufactured 
articles is only 40% of the total. On the imports side the value of 
manufactured goods is 70% of the total value of our impoits while 
that of raw materials and semi-finished goods only 30%. Thus we 
have not yet shifted from the position of being largely an exporter 
of raw mateiials and importer of manufactured goods. Our industrial 
progress has been very slow indeed. 

Rut our industrial progress has not only been slow, it has also 
been uneven It has been competitive rather than complementary. 
Our industrialists beat the trodden p till : instead of initiating they 
simply imitate. As soon as any new industrial opening is discovered 
there is a frantic rush to fill the gap ; factory is piled upon factory 
till the industry has ceased to be remunerative. Not only the same 
line is taken up but also the industrialists run to the same place to 
open a factory till the industry becomes highly centralized and un¬ 
balance d. Its location becomes unfavourable either from the point 
of view of markets as in the case of sugar, or of materials as in 
cotton or from source of power as in cement industry. History of 
almost all major industries in India amply bears out this conclusion. 

Resides, the foundation of our industrial superstructure is far 
from stable. We have exclusively to depend upon foreign countries 
for machinery, machine tools, mill stores, accessories and many 
essential materials. Even technicians have often to be imported. 
The foreign capital has a strong gnp over our industry. In almost 
all industrial spheres, the foreign concerns occupy leading position. 

The “key” or the basic industries, the development of which 
must, as a rule, precede 1 lie development of other industries, are 
still in a comparatively undeveloped state. No striking develop¬ 
ments have yet taken place in the chemical and metallurgical 
industries. We are still largely engaged in industries which Europe 
developed in the last century. When compared with the volume, 
variety and quality of impoits, our industrial production pales into 
insignificance ynd appears to be of a very rudimentary character. 
Thus we are constrained to come to the conclusion that industrial 
development in India is not at all commensurate with the size of 
the country, its huge population and its vast and varied natural 
resources. We are still m a primitive stage of industrial develop¬ 
ment. Consumption of steel and heavy chemicals can be taken as 
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testa of industrial progress. India’s per capita consumption of steel 
is only 8 lbs. per year as against 860 lbs in the U.S.A.,, 520 lbs, in 
tbe U.K. and 470 lbs. in Australia. The per capita consumption of 
sulphuric acid in India i$ 400 times lower than that of the ILS.A. 
and that of soda ash 100 times lower. Hardly 2% of her working 
population is engaged in large-scale industry. 1 

But what are the reasons for the slow and unsatisfactory 
progress of our industries ? The question doe3 not admit of any 
simple and straight answer. Our social structure has something to 
do with it, and our political structure a great deal. Our Illiteracy, 
ignorance and above all poverty must also share the blame. Foreign 
competition facilitated by free trade policy strangled many a pro- 
mising industrial venture. The unsympathetic railway rates policy 
deprived them of a fair trial. The practice of purchasing stores 
through the India Office deprived them of a steady custom. The 
exchange policy often hit the Indian industries hard. Scarcity of 
skilled personnel, technicians and experts and comparative in* 
efficiency of Indian labour are also largely responsible for tbe tardy 
growth of our industries. The facility with which certain manu¬ 
factured articles could be imported, coupled with their low cost, 
deterred the Indian industrialists from talcing up those lines. The 
failure ol pioneering attempts frightened away Indian capital which 
became shy and avoided ventures into unexplored fields. The other 
factors ‘ militating against capital formation are the existence of 
small peasant proprietors and moie even distribution of wealth. 
Further, commerce, with quicker return and far less permanent 
commitments, had much greater attraction for the moneyed people 
in India than industry. Even the banks prefer to finance trade 
rather than industry. The absence of organized industrial finance 
is one of the principal difficulties that the Indian industries have to 
face. Other causes are the imperfect development -of moans of 
communication and transportation and absence of cheap motive 
power. These are some of the causes winch, in their cumulative 
effect, have retarded industrial development in India. 

14 The Problem of Industrial Production. The problem of 
industrial production is one of the most important problems facing 
the country today Production has shrunk to lamentably low 
level recently. During the war industrial production reached the 
peak with 4,871 million yards of cloth, 1 27 million tons of factory 
sugar and 1*37 million tons of steel mgots m 1943-44. in 1941-42 
peak level had been touched in the case of jute goods 1*26 million 
tons, paper 1*87 million cwt, cement 2*22 million tons and coal 26 5 
million tons. Since the war ended production has continued to 
fall. In 1947-48 production was estimated at 3*800 million ya, is 
for mill cloth, 1*05 million tons of jute goods, 0*95 million tons of 
factory sugar, 1*25 million cwt. of paper, 1*35 million tons of cement 


1. Beport of the Fiscal Commission U149-30, Volume I, p. .13. 
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and 0*90 million tons of steel ingots. This recent fall in production 
can be ascribed to the following main causes * 

(a) Difficulty in securing new plant and machinery to replace 
old worn out machinery ; 

(b) Absenteeism among workers and increasing use of the 
weapon of strikes by workers to improve their conditions of 
employment. During 1946 there was a loss of 12 million man-days 
ip this manner as against 2J million man-days in 1943. It is very 
necessary to devise effective machineiy by which swift action could 
be taken to redress the just grievances of the workers. The indust* 
rial truce resolution has b< en honoured more in the breach than in 
the observance. The workers followed go-slow tactics. 

( c ) The transport bottle-neck has been the biggest hindrance. 
There have been enormous difficulties either in securing raw materials 
in time and in adequate quantities or in marketing the finished 
goods. Stocks accumulated and production slackened. 

(rf) The political developments are to no small extent respon¬ 
sible for holding up productive enterprise. At first there was 
uncertainty as to the ultimate decision on political matters and 
when it did come on August 15, 1947, it disrupted almost the entire 
economic life of the community. In the Punjab, Delhi and West 
Bengal many factories still remain sealed. 

(e) The charters of the International Trade Organization have 
also adversely affected production, in so far as these agreements 
have prevented India from affording due protect ion to her nascent 
industries. 

(/) The Marshall Plan is bound to hamper productive enterprise 
in India for American capital gcods have new to be diverted to 
Europe. Also, we find that America is reverting to semi-wartime 
economy. 

(g) Mr. Liaquat Ali Khan’s Budget of 1947-48 had also put an 
undue stiain on industry. Although the budget of 1948-49, and 
still more of 1949-50, affords substantial relief, the belief still persists 
in the industrial circles that the level of taxation is still too heavy 
to be botne by the Indian industry. Imposition of Capital Gains Tax 
is bound to curtail funds for replacements and reconstruction. 

(h) Absence of any well-defined industrial policy of the Govern¬ 
ment also made the industrialists shy and cautious. * The slogan of 
nationalization of industry which one hears so often these days also 
frightens away the prospective capitalist. The Government lacks the 
trained personnel to take over the complicated task of running 
factories, . Initiative, enterprise and the spirit of taking risks which 
are essential to the conduct of business cannot be expected to be 
present in government servants. Ihus there is absolutely no fear 
of nationalizat ion in the near future. 

Among the other causes of fall in production we may mention 
that in the case of some commodities like coarse cloth, sugar, paper 
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and st€$el control prices did not take full account of increased cost of 
production. The producers sometimes incurred a loss. There was 
no incentive to carry on production. Another cause is the reduction 
in the number of working hours from 54 to 48 per week from 1st 
August, 1946. 

In October, 1948, the Government announced several concess¬ 
ions to stimulate production which include :— 

( i) Exemption from income-tax of profits up to a limit of 
6% on capital employed for 5 years of new industrial 
undertakings which commence production within three 
years. 

(ti) Depreciation allowance at double the existing rate on new 
buildings, plant and machinery and for factories working 
triple shifts. 

{in) The customs duty on plant and machinery has been halved 
and import duty on certain raw materials has been abolished 
and on others reduced. 

The production figures for 1948 were a bit heartening and 
showed that the comer had been turned. As compared with the 
previous year, the output was greater in the case of textiles, cement, 
sugar, chemicals, fertilizers, bicycles, motor car batteries, light 
engineering and other miscellaneous industries. Dr. Shyama Prasad 
Mookerjee gave the cheering message when presiding over the meet¬ 
ing of the Central? Advisory Council ior Industries on January 24, 
1949 .* “If industrial production had gone down in 1947 to about 
5% below the pre-war level, it has gone up to about 15% above the 
pre-war level in 1948.” But there was not much ground for compla¬ 
cency The production in the case of two bisic industries, coal 
and steel, as well as in rubber, tea, leather and glass and in several 
others had gone down. It is really strange that in spite of expansion 
of the existing units, the industries h ive not reached either the peak 
output or the installed capacity. We should remember that ours is 
not a solvent economy. We have an adverse balance of trade and 
we have a programme of heavy food import* (4-5 million tons) and 
capital goods. It is imperative, therefore, th.u pur industries go all 
nut in stepping np production. 

According to the resolutions of the Standing Committee of the 
Central Advisory Council of Industries (Nov. 1949) it was decided to 
appoint working parties to make recomendation within six months on 
{(i) measures necessary to achieve increased production, (6) measures 
for reducing cost of production, (c) measures of improving the quality 
.of products, (d) measures to improve effioienev of labour mmage 
ment and organisation of industry, (e) measures to achieve ration* 
Ahsation of industry, (/) measures for better marketing products, 
targets for production in essential industries were also fixed. 

During 1949 all major industries except cotton textiles and 
jute registered an increase. This tendenoy continued during 1950 
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also. During the first half of 1950 cloth and yarn did not show any 
encouraging result, but other industries like coal, steel, cement, 
paper etc., showed an upward trend. Coal production touched the 
record figure of 31'09 million tons in 1949 and reached 16-16 million 
tons in the first six months of 1950 as against 15 54 million tons in 
the same period last year. In the first half year of 1950 steel 
production increased by 18,000 tons, cement production by 3 lakh 
tons and paper products n increased by more than 2,000 tons. The 
performance of other industries like machine tools, aluminium, 
woollen manufactures, matches, soap etc., was below 1949 level. 

The Federation of Indian Chambers of Commerce has recently 
submitted a memorandum entitled “Impediments in the way of 
Increasing deduction’’. They have given a long list of such impedi- 
nunts including irksome controls, unremunerative prices, fall in the 
productivity of labour, lack of adequate credit facilities, shortage of 
vital raw materials, uncertainty in regard to the role of private 
enterprise in the economic life of the country, the existing tax 
structure* the rather speedy pace of social legislation etc. But 
they have not mentioned that the lack of initiative and enterprise 
on the part of the industrialists is also an important cause. It is 
high time that we gave up the habit of shifting blame to some 
body else. Industrialists have not done anything to create a proper 
climate for industrial peace. Social legislation is necessary to do 
justice to labour and induce them to maintain industrial peace. It 
is no use blaming controls. So long as there is shortage controls 
cannot be done away with. The Government has been doing all it 
could to help trade and industry. The tax structure has been 
greatly liberalised during the last three years. Apart from the 
unhelpful attitude of the industrialists the real causes keeping down 
production are the non-availability of the machinery, the lack of 
trained personnel, little provision for scientific research and crippled 
capacity of the middle classes to save. What is urgently needed ia 
to divert surplus war-time money from being used for hoarding and 
speculation and canalise it into industrial investment. 

15. Pattern of our Industrial Structure 1 There are a number 
of factors which determine the pattern of industrial structure of a 
country. Most important of these factors are the natural resources 
and the ‘mutable’ factors like the availability of capital, entre¬ 
preneurial ability, managerial and operative skill and the technical 
know-how. The policy of the State is no less potent influence in 
shaping the industrial pattern. These factors have exerted their 
full influence on the existing industrial pattern in India and will 
also determine the shape of things to come. 

India offers specially favourable natural environments for the 
development of iron and steel industry. It may, therefore, be 
naturally expected that industries which depend on the use and 
fabrication of the products of the iron and steel industry have 

1. See Fiscal Cod miagion Beport 1950-51, Ch. IX. 
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sufficient facilities to grow. The vicinity of this heavy industry 
must also attract a large number of allied lighter industries. 

Apart from this India is deficient in physical resources in 
relation to population. She is therefore at an advantage in the 
development of those industries where labour costs are higher than 
is the case in heavy industries. It is easier to develop labour* 
intensive industries than capital-intensive industries. That is why 
we have not so far been able to develop heavy industry. 

This pattern of our industrial structure conforms also to the 
mutable factors available in India. India suffers from paucity of 
capital and the prospects of importing foreign capital are none the 
brighter. In a poor country like India even the conscription of 
domestic saving cannot lead to any large accumulation of capital. 
It is also difficult to obtain technical know-how from the highly 
industrialised countries as it generally accompanies the flow of 
foreign capital. It can only be obtained from foreign governmental or 
international sources like President Truman’s Point Four programme. 
Only managerial and operative skill can be developed in a short 
period. Thus we cannot hope to develop mutable factors to such 
an appreciable extent as to enable us to establish capital-intensive 
industries as against labour-intensive industries. Hence considering 
the present position and future prospects of our natural and other 
resources, the pattern of large-scale industries in India will consist 
of Jovr-skilled and light industries, later high-skilled and light 
industries and yet later low-skilled and heavy industries. The 
development of high-skilled and heavy industries must wait for a 
considerable time if we are to have optimum utilisation of our 
resources. 

But for reasons of national security the Government may 
make a special effort to develop heavy industries. From the In¬ 
dustrial Policy Statement of 1948 one might visualise the develop¬ 
ment of defence industries e g , manufacture of arms and ammunition, 
aircraft manufacture etc. ; heavy key industries e.g., iron and steel 
industry, manufacture of transport equipment ; light basic industries 
e.g., chemical industries ; and essential consumption goods industries 
e.g., sugar, cement, textiles etc. Considering, however, our limited 
resources and their undeveloped state this pattern will be realized 
only gradually. 

To achieve a balanced allocation of our resources, we shall 
have to work on a system of priorities both in the public and 
private sectors. For this purpose national planning will be essential. 
In the public sector the industries are likely to be developed in this 
order : first, essential defence industries ; second, development of 
natural resources like water-power ; third, public utility industries ; 
and fourth, heavy key and basic industries. In the private sector the 
order will be : first, increasing production in the existing industries 
up to the maximum of their installed capacity ; second, expansion of 
existing industries up to the limits of effective demand ; third. 
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industries complementary to existing industries whether in private or 
public sector ; fourth, other connected industries which increase the 
scope of external economies ; and fifth,, industries catering for & 
large market, internal and external. 

In order to achieve a desirable pattern the problem of the 
location of industries and that of relationship between the small- 
scale and large-scale industries will have to be carefully tackled. 
The Fiscal Commission conclude : “The pattern of large-scale 
industry that we visualise is in the nature of a half-way house 
between the highly capitalised industries of Jthe U.S A. and the U.K. 
and India’s predominantly rural economy.” 
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CHAPTER XX 

INDUSTRIAL FINANCE AND MANAGEMENT 

1. Introduction. Finance is the life-blood of industry. 
Adequate finance is absolutely necessary to oil the wheels of the 
industrial machine, to ensure its smooth working or to prevent its 
breakdown. Lack of adequate and timely finance is one of the 
most important causes of slow development of industries in India. 

The problem of industrial finance may be studied in connection 
with (a) the small-scale and medium-sized industries ; and (6) the 
large-scale or organized industries. 

2. Financing of Small and Medium^sized Industries. 

Industrial Finance in rural areas . The small producer requires 
finance for the purchase of raw materal to meet the expenses of 
production and to bridge the gap between production and final 
disposal of the goods. 

In the rural areas, capital is extremely unorganized, and as a 
matter of fact much capital is not available. The village money¬ 
lender is the one oasis of thrift in the vast desert of extravagance. 
The small producer being poor and unable to otter good security, the 
funds of the money-lender do not flow towards him except at 
exorbitant rales. “Every advantage is taken of debtor’s illiteracy 
and helplessness Further, in the rural areas, there is a greater 
predilection in favour of investment in land or in jewellery or the 
money is simply hoarded. The co-operative banks confine their 
activities to current agricultural finance and can ill-afford to spare 
any money for local industrial enterprises. The local industries, 
therefore, practically starve for lack of funds, or they have to pay 
unduly high rates. 

Industrial Finance in urban centres. In the cities, capital is 
better mobilized. In almost ever}’ city there is either a branch of 
the Imperial Bank or of some other joint stock bank. The position 
has considerably improved in recent years, for a large number of 
banking concerns have been floated. But the requirements** of 
finance in the urban areas, both for the cottage worker and the 
middle sized industries like flour mills, rice mills, printing presses, 
small match factories, hosiery, soap, sports factories, iron and brass 
foundries, etc , are also greater, for their operations are on a larger 
scale. 

To afford financial help to the cottage worker, a number of 
middle-men, besides ordinary sakukar , have appealed on the 
scene. The mahajan gives-a cash loan, and if he is also a dealer in 
raw material, he supplies it on credit. The mahajan takes full 
advantage of the poverty and isolation of the artisan and charges 
a price for this accommodation. According to the Punjab 

1* Report of the Bombay Banking Enquiry Committee, 1931, p. 136. 
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Banking Enquiry Committee, the Punjab weavers had to pay 12|%. 
to 37%. These rates are certainly too high for any industry to 
bear. 

The middle-dzedduflustries fare no better. Although they are 
started by men of substance, yet they, too, often need assistance. 
The indigene us bankers lending on personal security, charge high 
rates ranging from 9 to lo%. The joint stock banks advance loan 
against fixed capital to the extent of 20 to 30% of the estimated 
value of property and machinery, and against stock to the extent of 
70% The terms on \\ hich the banks lend are regarded as incon¬ 
venient and irksome. “There is no doubt that the small entrepreneur 
— is hampered seriously by the lack of banks and of finance at 
reasc nable rates.” 1 

Another source of financial assistance is the State. The State 
Aid to Industries Acts are in operation in all the States But the 
experience of State loans has not been a happy one, for a large 
number of such loans became frozen and had to be written off. A 
Government loan with its elaborate formalities gives unwelcome 
publicity, and industrialists who are zealous of their credit, avoid 
the inquisitorial gaze of the Government officials, who, in their turn, 
are not competent to judge the industrial proposition and the credit- 
worthiness of a party. The Fifth Industrial Conference held in 1933 
which was attended by various provincial representatives, rightly 
came to the conclusion that 1 hese loans had not been successful in 
stimulating industrial development to any appreciable extent. 2 The 
scheme of direct State assistance, therefore, does not seem to hold 
out any promise. Industrial Finance Corporations for the financing 
of small industries should be set up in all States. 

3* Financing of Large-scale Industry- The large-scale 
industry needs funds for block or capital expenditure, i.e, for the 
purchase of land, erection of the factory building, for setting up 
machinery, etc., and in the case of a going concern for extensions 
and replacements. Besides this, funds are also required for the 
purchase of materials, for stores, for other expenses incidental to 
production and marketing, and for meeting day-to-day requirements 
of the industry. This is known as the working capital. 

How they should he financed. Dr Jeidels, a foreign banking 
expert, is of the opinion that not only block but also normal work¬ 
ing capital has to be furnished out of the firm’s own initial capital. 3 
But strict adherence to this view will prevent even many sound con¬ 
cerns from seeing the light of the day, for it is rare that an indust¬ 
rial concern in India has raised sufficient capital for both these pur¬ 
poses. In a country where capital is notoriously shy and nervous 
and where hoarding in one form or other is all but universal, it is 

1 Heport at the Industrial Comm ssion, 1918, p. 178. 

2. Bulletin# of Indian Industr es and Labour No. 60, p. 12. 

9. Dr. JeideD -Memorandum on Industrial Finance. Report of the- 
Indian Central Banking Enquiry Committee, 1931, Voi. IV, p. 146. 
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idle to expect that a company will be able to raise sufficient funds to 
meet its requirements of fixed, floating and working capital. The 
proportion which Company’s own capital bore to the total capita 
requirements was 38 per cent, for Bombay, 25 per cent, at Ahtneda- 
bad and 13 per cent, at Shoiapur for textile mills in I938. 1 

The Central Banking Enquiry Committee held that the indust¬ 
rial concern having raised initial capital sufficient for block could 
rely on commercial banks for the whole of the working capital and 
also temporarily for funds required for extensions. 2 This will obviously 
place too much strain on the commercial banks. The sound prin- 
ciple seems to be that the concern should raise all the initial capital 
for block plus that amount of working capital which is permanently 
locked up, and for any working capital required over and above this 
it may rely on the banks to supply it. 

But this sound principle has been honoured in India more in the 
breach than in the observance, with serious consequences to the in* 
vestor, the industry and the prom j^ers themselves There are not 
a few cases when the industrial concerns found themselves in finan¬ 
cial difficulties shortly after start. The Government had once to 
come to Ihe rescue of the Tati Iron and Steel Company by giving a 
loan of Rs 50 lakhs. The Indian Wire and Steel Products, Jamshed¬ 
pur, failed to increase its output due to shortage of capital and the 
Government of Bihar and Orissa had to sanction in 1924 a loan of 
Rs. 5 lakhs. The under capitalization of the Indian industrial con* 
cerns is notorious 

How they are actually financed *. (i) Shares and Debentures. Our 
industries raise the bulk of their share capital in the form of ordinary 
shares and the tendency in recent years has been to issue them in 
lower denominations. Debentures do not seem to bo popular with 
the Indian investors, and the companies, too, hesitate to issue them 
for fear of losing credit. The various causes that Umit the market 
for debentures in India are : heavy legal and stamp charges and 
underwriting commission, heavy transfer fee, limited return, no 
prospect of capital appreciation, frequent failures of industrial invest¬ 
ments, practice of insurance companies to invest in the gilt-edge etc. 
The companies cannot, therefore, raise enough capital for their 
normal requirements. 

(n) Managing Agents . The Indian public prefer to invest in 
Government Securities and Municipal or Trust loans Tkus the paid 
up capital often does not cover even the block. This makes the 
finances of the company precarious and throws them at the mercy 
of managing agents and other financial houses. The managing agents 
buy bulk of shares, advance money for extensions, and also come to 
the aid of the concern in times of distress. We shall examine the 
role that the managing agents play in our industries in a later section 

_(m) Deposits. There is another source of funds, viz., deposits 

1* H^pori tlws Text*Is l*&bi or Eoqucy C» nmaittee, 1938. p, 51. 

Ibid,, VoU X. pp, 276, 298*99. 
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from the public. This system is specially prevalent at Ahmedabad. 
But deposits have been described as ‘fair-weather friend’ and are 
likely to desert at the slightest shock of adversity. Besides, it is 
unsound to finance sohemes of capital expenditure out of these short¬ 
term deposits. 

(it?) Cash Credit. Short-term loans on the cash credit system 
can be obtained from the commercial bank on the security of stock, 
and, in some cases, on the additional guarantee of managing agents. 
But the cash credit system fails during depression for either the 
amounts are recalled, which leads to forced sales accentuating the 
depression, or the mill-owners are asked to increase the security 
which is not always easy. 

Apart from these main sources tapped by the cotton mills, the 
various other industries have evolved their own system of finance. 
The tea companies charge a refundable admission fee of Us. 20-25 
per share not bearing any interest and the proceeds are spent on 
initial expenditure. Some of the tea gardens have to borrow from 
indigenous hankers and loan offices at a very high rate. The well- 
established gardens can get accommodation from some firms of 
broker# who act as intermediaries between them and the Imperial 
Bank. ‘The Tata Iron & Steel Co., has cash credit arrangements 
with the Imperial Bank and also raises large amounts in the form of 
one year’s deposits. The Indian coal firms have to borrow from 
indigenous bankers even at 24 to 30 per cent. The sugar industry 
receives deposits from selling agents and from the public. The jute 
industry secures loans from the banks on the security of stocks. 

4. Our Banks and Industry. Conflicting opinions were ex¬ 
pressed before the Central Banking Enquiry Committee about the 
financial assistance given by our banks to industry. But, on the 
whole, it appears that our banks have been working on too rigid and 
orthodox lines to be of much use to the industry. Their unwilling¬ 
ness to advance money on personal security or on the security of 
block, even though unencumbered, and their insistence on full 
backing of tangible and easily realizable security detracts from their 
utility to the industry. Hypothecation of stocks on which they 
generally insist, involving as it docs a visible control by the bank, 
damages the credit of the party, and deters them from availing even 
of the very limited facilities provided by the banks. “Industry in 
India is face to face with banks run on ideal lines.” 1 

There is no member of our money market whose avowed aim 
is to help industry. The Imperial Bank has its hands full with ordi* 
nary "commercial banking business and there are not many other 
joint stock banks which by experience and financial strength, are 
competent to take up the task of financing the industries. The 
foreign exchange banks are busy in their own sphere, and do not 
feel interested in financing Indian industries. The indigenous banks 

1. Indian Central Banking Enquiry Committee (Minority iieport), 1931, 
Vol. X, Part II, p. 333. 
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find the financing of trade and ordinary money-lending too profit¬ 
able to turn to industries* Besides, their resources are too meagre 
to be of any substantial aid to industries. The co-operative banks 
are meant to help the agriculturists. Thus “no banking agency 
cultivates industrial relations.” 1 2 

Our banks generally invest their funds either in Government 
Securities and give advances against merchandise actually deposited 
in their godowns, or if kept with the customer, some other legal 
formalities are gone through. None of these practices is liked by 
industry which is thus starved financially. As the Marwari Chamber 
of Commerce pointed out to the Central Banking Enquiry Com¬ 
mittee, “the sum total of the assistance given by the joint stock 
banks is an almost negligible quantity.” 1 * Mr Manu Subedar, in 
the Minority Report, criticized in scathing terms, the treatment 
accorded to industry by the banks. He observes : “The banks have 
done a disservice to themselves and to industry through an exagge¬ 
rated adherence to the principle of short-term investment.” 3 The 
position has not improved in recent years. * The Fiscal Commission 
(1949-50) has come to the conclusion that the existing credit facili¬ 
ties offered by the commercial banks are hardly adequate to their 
growing needs. 4 

The bunks have their own difficulties. They have to maintain 
a condition of maximum liquidity to meet the demands of their 
depositors. They also lack the necessary knowledge and equipment 
to determine the trustworthiness of an industrial concern. The in¬ 
dustrialists themselves are unwilling to disclose fully and unreserved¬ 
ly their true state of affairs. But when all is said, the fact remains 
that the banks have shown lack of sympathy and an attitude of 
unconcern to the development of our industries. Our banks must 
give up this touch-me-not attitude with regerd to industries. 

5. Industrial Finance in Other Countries. Banks in Ger¬ 
many have played an important role in the development of indust¬ 
ries. Special banking institutions like Schoffhausen’ Scher Bank 
Verein were set up to help industry. Many leading German banks 
known as the T>” banks have come to acquire vast industrial 
connections. Having a large share capital of long-term deposits and 
equipped with a wide range of technical know ledge, the German 
banks are m the best position to help industry. They initiate 
industrial enterprises and find capital for them either by subscribing 
themselves, hoping to unload later, or by underwriting the shares 
and issuing them to the investing public. They nominate their 
own directors on the boards of companies they have helped. To 
use Dr. Jcidel’s words: “The banks attend an industrial under- 


1, l>r. Jeidels —Memorandum on Industrial Finance, Keport of the Indian 
Central Banking Enquiry Committee, 193J, Vo) IV, p. 14& 

2. Ibid. Vol. 2. p. 560. 

& Vide Keport p. 327. 

4, F seal Commission Reports 1949-60, p. 249. 
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taking from its birth to its death.” 1 2 3 The banks in other countries of 
the European Continent follow the same policy. The ‘Big Five* in 
Belgium, Banques de Credit Mobilier in France, and Sooietie 
Knanciara Italiana and Banco National© de Credits in Italy have 
contributed to the prosperity of industry in their respective countries. 

In Japan, like India, there was a dearth of capital and a tradi¬ 
tional preference for investment in land. The Japanese Government 
had to make special efforts to mobilize capital and turn it into 
industrial channels. The Industrial Bank of Japan was established 
in 1902. With the approval of the Minister of Finance it can issue, 
underwrite or even subscribe to share capital of industrial concerns. 
It has a committee of experts who periodically visit factories and 
keep it fully informed about the condition of industry. It has 
shown special solicitude for small industrialists by helping men of 
ability and excellent business record without any tangible security. 
Even ordinary joint stock banks give long-term advances to indus¬ 
trial enterprises and several concerns were rescued by them during 
the industrial crisis of 1930. The Industrial Investigation Associa¬ 
tion was formed by banks and trust companies to facilitate rationali 
zatior of Japanese industry. For the financing of new enterprises 
bank deposits account for 03 per cent/ Almost every big Japanese 
firm has a bank established in connection with it/ The famous 
banking houses of Mitsubishi, Mitsui, Sumitomo and Yasuda ha\^ 
given valuable financial assistance to industries. 

The banks in America, too, have actively interested themselves 
in industrial floatations and have formed subsidiary security com 
panies for the purpe sc. In building up most of the great American 
corporations, some houses or banks have played a loading role and 
relation usually remained close and continuous one.” 4 5 The Ameri¬ 
can banks are no longer content with furnishing short-term credit. * 
Under the Federal Reserve Bank Act, 1934, the Federal Reserve 
Banks are authorized to make direct working capital advances and 
to buy or discount industrial bonds maturing within five years. A 
method of group finance has been developed in America by which 
larger banks ‘pump' credit into the country through the smaller 
banks. 

The English banks, too, in recent years have departed from 
their traditional policy of purely commercial banking and of aloof¬ 
ness from industry. The Bank of England came, to the help of 
steel industry and, through its support to the Lancashire Cotton 
Corporation, contributed to the rationale ition of textile industries, 

1. Whale, P. B-—Jo*nt Stock Banking m Germany, 1930 p. 52 

2. Miferubiflh: Eoonom c Research Bureau-Japanese Trade arid Industry 
1936, p. 82. 

3. Allen—Modern Japan and Its Problems, p. 174. 

4. Committee on Finance and Industry, 1931, Report* p. 104. 

5. Vide Memorandum on Commercial Banks. 1913-29, League of Nations, 
r £>. 329, and also Memorandum, etc., 1925*33, p. 238. 
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A subsidiary company, the Securities Management Trust Ltd., was 
formed in 1929 to help in the work of industrial reorganization. In 
1930 was established Bankers* Industrial Development Co., in which 
overy bank and financial house of first-rate importance took up 
shares. The company took a leading part in the financing of 
Lancashire Steel Trust 1 2 . In 1934 the Bank of England lent its 
support in the formation of Credit for Industry Ltd, 

An Industrial Finance Department has been created in the 
Australian Commonwealth Bank with the object of providing dong- 
term finance to industries. 

We, therefore, find that the Governments and the banks in 
other countries have actively interested themselves in looking after 
the financial requirements of their industries. 

6* Suggestions for Improving Industrial Finance. The above 
survey of industrial finance shows that our industries are receiv¬ 
ing little assistance from our banks, and we have non© of the 
special institutions like issue houses of England or other institutions 
set up recently. In the ease of our industries, either adequate 
financial assistance is not orthcoming or it is given almost at 
prohibitive price. 

But this is not because sufficient capital, does not exist m 
India. Although India is admittedly poor, yet the requirements of 
her industries, too. in the aggregate are not very large. The fact 
is that no expert and reliable guidance is available to the average 
Indian investor who himself can hardly be expected to judge the 
profitableness and safety of an investment. The yearly recurrence 
of so many company failures frightens him. In the words of the 
Industrial Commission : “The diffic ulty in raising capital for indus¬ 
tries is mainly the measure, even in India, not of the insufficiency 
or inaccessibility of money but of the opinion which its possessors 
hold of the industrial propositions put before them/’ 

In order to make up the deficiencies of industrial finance in 
India, the following suggestions can be made :—(1) The big com¬ 
mercial banks should develop a sympathetic attitude towards 
industries and should maintain close and continuous association 
with them so that they may be able to give timely imd adequate 
aid to them, consistent, of course, with their own safety. In the 
words of Dr. Jeidcls : “Capital market m India seems to be large 
enough to give room to a certain activity of banks in the field of 
industrial financing.”* These banks can at least help in the 
formation of special institutions, as in England, to act as inter¬ 
mediaries between the industry and the investor, on the one 
hand, and as financial advisers to existing industrial concerns, 
on the other. They should arrange for underwriting the issues and 
provide temporary finance, and even long-term credit, in anti- 


1. B&u-~ Industrial Finance , 1938, p. 54. 

2. Vide Report, p. 179. 
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eipation of this issue. They should assist in the reorganization 
and rationalization of the existing industries and in the establish* 
ment of new enterprises. 

(2) We also should have industrial banks with a large propor¬ 
tion of share capital and receiving long-term deposits to specialize 
m the business of industrial finance. The Government might 
help by taking part of the share capital or by guaranteeing a mini¬ 
mum dividend on the advances given by the banks. 

(3) To help the small investor, who cannot make a discrimi¬ 
nating choice between the different securities offered to him, we 
should have investment trusts, which hold or deal in shares so that 
they can provide the small investor with an opportunity of buying 
* blended packets” of a number of securities thus diversifying his 
investment and spreading the risk. 

(4) Special banking institutions may be started to mobilize the 
small and scattered amounts of capital. The}^ should cater for 
the needs of the small depositor by offering him better terms and 
facilities. 

Our industries often languish for want of finance while vast 
amounts of capital lie dormant Those that have been mobilized 
are not available to them except at an exorbitant price. If the 
measures suggested above are adopted, it may be hoped that a big 
stumbling block wdl be removed from the path of industrial develop¬ 
ment in the country. 

7. Industrial Finance Corporation. Towards the close of 
the World War II there was a great urge in India for industrial 
development. But there was political instability. The Partition had 
a great disturbing effect and there were numerous bank failures. 
But the industiy badly needed capital for modernisation and replace¬ 
ment of worn-out and obsolete machinery. The sto'k markets, on 
the other band, were very apathetic. Hence there was a great need 
for an agency which would help in the acquisition and extension of 
the block. An Industrial Finance Corporation Act came into force 
on July 1, 1948. As provided in the Art, the object is to provide 
credit for medium and long-term capital requirements of industries, 
which are outside the normal activities of the commercial banks. 
The share capital is Rs. fr'erores, the shares are held jointly by the 
Central Government, the Reserve Bank, Scheduled Banks, Insurance 
companies, investment trust and similar financial institutions. The 
share-holders are institutions and not private individuals. 

The shares of the Corporation are guaranteed by the Central 
Government as to repayment of the principal and payment of 
dividend not exceeding 2£%. 

The Corporation is authorized to issue bonds and debentures 
for amounts which, together with the contingent liabilities of the 
Corporation, shall not exceed four times the amount of the paid-up 
capital. The Central Government guarantees such bonds and 
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m to repayment of principal and payment of intent not 
exceeding %k%. ■ * 

The Corporation may accept deposits from the public repayable 
after a period of not less than ten years. 

The Corporation is authorized to make long-term loans to 
industrial under takings, repayable within a period not exceeding 
25 years, and to underwrite the issue of shares and debentures 
subject to the provision that the Corporation^ required to dispose 
of any shares or debentures acquired by it in fulfilment of its under¬ 
writing liability within a period of seven years. 

Industrial concerns owned by the State are outside its scope. 
The Corporation only finances private industrial enterprises without 
becoming a partner. It can grant loans to public limited companies 
and not to private limited companies or partnerships. Its activities 
supplement and not compete with those of the commercial banks 
which cannot grant accommodation of the type and for the length 
of time that the Corporation can do. The Corporation pays special 
importance to the development of industries of strategic and. national 
importance. The financing of small and medium industries is 
primarily the concern of State finance corporations which have been 
set up in several States or are in the process of being set up. 

The Industrial Finance Corporation can be of great help to our 
industries. In the absence of issue houses in India the Corporation 
can scrutinise the financial aspects of a industrial venture and say 
whether it ,8 sound or not. It can give very valuable advice and 
guidanee to the promoters m various directions and help them to 
improve their schemes and place them on sound econom ; c basis. 
The Indian industry needs large funds for reorganisation, removals 
and replacements necessitated by the severe strain to which it was 
subjected during the war. The Corporation can render material 
assistance in this respect. The Corporation must make sure that 
the funds advanced by it are spent in ^he best possible manner. It 
has to keep a constant watch over the concerns to which it has 
granted accommodation. This watch proves very beneficial to the 
concerns and enables them to overcome many a teething trouble. 
It is well known that in India there is a great dearth of technicial 
experts. The Corporation gets a proposal examined by technicians 
and thus render valuable assistance. Through its technical advice the 
quality of the products can be improved and thus the competitive 
position of the Indian industry strengthened It has already set 
up a Textile Advisory Committee to help it in the examination of 
textile schemes. 

When the Corporation grows to its full stature it contemplates 
a potential capital for lending equal to R*. 130 crores. But imme¬ 
diately its fund are inadequate to meet the requirements of the 
industry and the Central Government has to bear the brunt of 
industrial finance. It has been suggested that as an emergency 
measure the excess balances maintained norn^y by the scheduled 
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banks with the Reserve Bank should be diverted to the extent ol 
Us. 20 crores or so to help Indian industry. The Government toe 
can contribute a similar sum and help in building up an Industrial 
Development Fund. 

During the two years ended 30th June, I960, the Corporation 
sanctioned 44 proposals for assistance out of 160 application* 
received, and the total amount of accommodation granted was 
.Rs. 7,19,25,000. The second annual report reveals & very interesting 
feature. It points out several defects in our industrial structure, 
and such defects f re more prominent in private industries than in 
public enterprises. Thus private industrialists in India cannot sit 
in judgement over State-owned concerns as they are wont to, 

8. The Problem of Foreign Capital. One aspect of industrial 
development in India which needs special attention is the dominance 
of foreign capital. The Reserve Bank of India in a recent survey 
has estimated the amount of total foreign investment in India up to 
June 1948 at Rs. 596 crores of which the share ofthoU. K. is 
Rs 376 crores, that of the U.S.A. Rs. 30 crores, of Pakistan Rs. 21 
crores and of Canada Rs. 9 crores. 

9. Advantages of Foreign Capital Foreign capital confers 
considerable benefit on the country using it. It may even be 
indispensable for accelerating economic development of a country 
when there is dealth of indigenous capital. All the Dominions, the 
U.S.A, and Japan borrowed capital from abroad for the exploitation 
of their natural resources. Foreign capital undoubtedly adds to the 
national wealth of the country. Even if profits go out, the wages 
constitute an important gain. The use of foreign capital results in 
the creation of assets which may more than cover the payment of 
capital and interest. The railways and canals provided with foreign 
capital will be almost a perennial source of national income when 
foreign capital has been repaid. Foreign capital, therefore can be 
an important means of bringing about economic prosperity. 

The foreign capitalist generally bears the losses in the pioneer¬ 
ing stage and tins is a gain to the tenantry. Later, the ndigenous 
capital can take advantage of the established JinevS and go ahead. 
We have seen how the early attempts in India in glass, and iron and 
steel industries failed with k sees to foreign entrepreneurs* 

Still another advantage is the technical knowledge brought 
into the country. The foreign capitalist sets up an efficient organiza¬ 
tion and introduces a new technique. If this is gradually imparted 
and passed on to the entrepreneurs in the country, the gain is undoub¬ 
tedly 5 ' great. Put it is a big ‘IF 5 . If the foreign capitalist sedulously 
guards the business secrets, no material gain results to the country, 

10. Abuses of Foreign Capital. The use of foreign capita! is 
generally associated with ceitam evils. The greatest evil is of a 
political character. It is said that “Flag follows the Trade/’ A 
country using foreign capital soon passes under foreign domination 

\ end several political complications are created. Egypt and China 
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have suffered frum tbjia domination. In India also vested internes 
wore created. Th$y,,4id ooji identify themselves .with tie country 
they worked in, and were at once alarmed when there was a move 
to grant any political power to India. 

Another drawback is that the natural resources of the country 
may be exploited for the benefit of a foreign country and to the 
-everlasting detriment of the country concerned. Some would prefer 
to wait till indigenous enterprise and capital are forthcoming, and 
not develop the resources of the country at all till then. 

Foreign capital with foreign oontrol is especially dangerous in 
the case of “key” industries and industries connected with national 
defence. This may constitute a serious threat to the independence 
of the country. It may prove too high a price for economic develop¬ 
ment. . 

It is also seen that higher and important positions in foreign 
■concerns are reserved for their own nationals and Indians have to 
be merely content to bo “hewers of wood and drawers of water.” 
No apprentices are trained, and technique and process \s arc zealous¬ 
ly kept secret. In such a case the country derives little benefit 
lrom the use of foreign capital and suffers from a galling sense of 
inferiority. 

But it is well to remember that these objections are against 
foreign control and not foreign capital. Foreign capital without 
foreign management and foreign control may be quite welcome and 
may be conducive to the economic well-being of the country. If, 
therefore, foreign capital is used under proper safeguards, there 
may be no harm and much good may result instead. 

11. New Policy. In a resolution issued on April fi, 1948, the 
Government announced its policy regarding participation of foreign 
capital. It was stated that as a rule, the major interest in ownership 
and effective control of an undertaking should be in Indian hands. 
Feeling the great need of capital the Government is now prepared 
to let foreign capital have control for a limited period. 

The position now is that there is a big gap between domestic 
savings and our capital requirements. Our sterling balances can be 
converted into dollars io a limited extent only. Foreign capital is 
therefore badly needed especially because technical know-how Can be 
obtained only with foreign loans. We must accelerate economic 
development of the country in order to improve tire living standards. 
Basic industries have to be built up. We have now to look to our 
defences unaided by the British. We must build ships and shipping 
yards, build up an air force, and erect a large number of ordnance 
factories. We have to feed our overgrowing population and for that 
purpose reclaim waste lands and complete the multi-purpose projects 
within the shortest possible time. All this needs capital whit^ we 
woefully lack. Foreign capital is needed not merely to supplement 
our meagre capital resources but also because scientific, technical and 
industrial knowledge and capital equipment can best be secured 
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along with foreign capital* We have again, therefore, to woo the 
foreign capitalist. The Prime Minister, in his statement made in the 
Constituent Assembly In April, 1949, has tried to set at rest 411 the 
apprehensions of the foreign capitalist. He gave the assurance 
that the existing foreign interests would be free from any discrim¬ 
inatory restrictions, they would continue to enjoy facilities for re¬ 
mittance of profits and if any foreign enterprise was compulsorily 
acquired compensations would be paid on a fair basis. Now that 
we have got our own Government, the sting has been taken out 
from foreign capitalist. We are now in a position to derive maxi¬ 
mum advantage without any of the evils. 

The most suitable field for foreign capital consists of (i) public 
projects requiring foreign capital equipment and technical knowledge; 
(ii ) new industrial undertakings where indigenous enterprise is not 
forthccming; and (m) where domestic production is not sufficient 
to meet domestic demand and indigenous industry is not expanding 
sufficiently rapidly 

On account of devaluation the borrowing of American capital 
has become 44% dearer to us than before. Our requirements 
of foreign capital hare been estimated at Rs. 800 crores to 
supplement domestic resources for the execution of the six-year 
plan prepared bv the National Planning Commission, and this is 
exactly the sum lying to our credit in the form of Sterling Balances* 

12. Capital Formation 1 The Indian capital market has 
recently suffered from paucity of funds. The Indian capital is 
said to be on strike. The problem has become acute since 3947. 
Between 1919 and 1938 the rate of investment was 7% of the 
national income and the rate of savings which varied from 9% to 
11*7% was adequate to maintain the rate of capital investment. But 
according to one estimate 1946-47 and 1947-48 were years of dissavings 
and in 1948-49 the rate of savings was as low as 1*4%. However, the 
problem is not a new one. The Indian Industrial Commission 
(1916-18) referred to “the reluctance of the Indian investor to risk his 

money in new undertakings.unless they were related to industries 

which were already established and practised extensively.” The non¬ 
availability of adequate capital still continues to hamper industrialisa¬ 
tion of the country. 

Capital formation is a long process and it involves three broad 
stages : (1) The creation of savings which depends on will to save 

and power to save ; 

(2) mobilization and canalisation of savings converting them 

into investible funds, which depends on the efficiency of the banking 
system; and <*~^**w> - 

(3) acquisition of capital goods which depends on entre- 
prepeurial enterprise. 


1, For a fuUei study see Fiscal Commission Report, 1949*50, p, 108. 
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(1) Now there are several hurdles in this process of capital for¬ 
mation, A part of the savings may be hoarded or exported and is 
therefore not available for investment. Further, some of the savings 
available for investment are utilised by the owners themselves for 
buying capital goods and they are thus ploughed back into their 
business. There may also be time-lag between the accumulation of 
funds and the acquisition of capital goods which is capital formation 
proper. 

There are several factors which are said to have militated 
against capital formation in India in recent years. The dread of 
nationalisation is said to be responsible for deterring the investor 
from industrial enterprise. In view of the Industrial Policy State* 
ment of 1948 and provision in the Indian Constitution (Article 31) 
against nationalisation without compensation there should be no t 
fear on this score It is only interested propaganda which is keep* 
ing back the Indian investor. 

(2) High level of taxation is also said to discourage invest¬ 
ment. The Liaquat Budget of 1947-48 was the first blow at capital 
formation. In the words of the Reserve Bank Report, “There 
seems little doubt now that the severity of the last budget is de¬ 
feating its own purpose and hindering the formation of capital for 
production pur poses/* 

Subsequent Finance Ministers have tried to undo this mis¬ 
chief. Several rebates and concessions have been offered to the 
prospective industrialist. The incentives now provided should be 
regarded as adequate. Actually these incentives did not prove 
attractive. According to the Bombay correspondent of the Eastern 
Economist , “There is nothing spectacular in these reliefs, and it will 
take time for them to impress themselves on the psychology of the 

investor...and lead him gently on to the investment market.So 

far as current industrial profits are concerned, the tax reliefs are 
more or less neutral/* 

(3) Speculative activities at the stock exchange have stood 
in the way of capital formation. The proper function of the stock 
exchange is to provide liquidity and encourage the free flow of 
investible funds. But instead, they have t militated gambling 
resulting in wide oscillation of prices. The heavy fall in stock 
exchange quotations since 1946 has certainly had a depressing effect 
on investment. The operations of the speculators have deterred 
bona fide investors. It is essential to create such conditions as would 
encourage genuine investments. 

(4) The malpractices indulged in by some managing agents 
have also hindered capital formation. Unscrupulous managing 
agents form companies and then break them enriching themselves 
in tho process. The unwary investors are ruined, and this scares 
away other investors. 

(f>) There is also said to be a shift in wealth distribution. 
Jaoome is flowing into the hands of such classes as are not in the 
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habit of saving and investing. Those classes e.g^ middle classes 
who have this habit have been ruined by inflation. Their power to 
a/ve has vanished. 

(6) Control of capital issues has also worked in such a manner 
in the post-war yeais as not to direct funds towards useful 
investment. 

It is essential to have a proper appreciation of these factors 
and create a suitable climate for capital formation. This is the 
ohly way to accelerate industrialisation, especially because foreign 
capital is not forthcoming in spite of a good deal of wooing on the 
part of our Government. 

Our minimum requirements of capital expenditure have been 
put at the present price level at Rs. 330 orores, of which the share 
of Industry and Agriculture is respectively Rs 125 and Rs. 92 crores. 
In the early years of industrial development Japan saved 50% of her 
annual income. This meant much austerity. Mr. Lewis in his 
Principles of Planning lays down that 15—20% of the national 
income can be used safely for gross investment. India must there¬ 
fore save more and invest more in order to accelerate her industrial 
development, 

13. The Managing Agency System. A characteristic feature 
of the management of Indian industries is the prevalence, almost 
universal, of the managing agency system The managing agency 
is generally a partnership and sometimes a joint stock concern, 
formed for floating a concern and to take over its management. It 
is a curious appendage to the joint stock organization in India so as 
fundamentally to alter its character and working 

The raison d'etre of the system lies in the peculiar economic 
conditions obtaining in India, especially with regard to the availabi¬ 
lity of managerial talent and financial facilities. The shyness of 
Indian capital and consequent inadequacy of the amounts raised 
from the investing public, fcthe late development of joint stock 
banking, the absence of special financial institutions like the issue 
houses, the lack of competent directorate and the practices of com¬ 
mercial banks relating to advances, are some of the causes that have 
conspired to throw industrial enterprise in India into the arms of 
the managing agents. 

Besides purchasing materials and machinery, selling finished 
goods and arranging for insurance of plant, buildings and stock-in- 
trade on behalf of the concerns they manage, the managing agents 
perform three principal functions : (1) pioneering; (2) running 
the routine machinery of the concern ; and (3) providing finance. 
The managing agents do the preliminary prospecting to bring the 
concern into existence and place it on its legs. They also carry on 
day-to-day business. Their financial interest in the concern ia 
quite considerable. They are the principal shareholders and, besides, 
lending substantial amounts to the company themselves, they 
arrange for finance from the banks where their personal guarantee 
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is almost invariably necessary. It is also their reputation an# 
standing which induce some moneyed people to place their money 
with the mill as a deposit. Of the total loans secured and unsecured * 
of the Bombay cotton mills, advances by the managing agents 
amounted to nearly 76 per cent. 1 At Ahmedabad they hold 25 to 
50 per cent of the shares and their share in the deposits is 20 per 
cent*. The managing agents are, in short, 4 promoters, financiers*, 
managers and agents, all rolled in one. 

Their remuneration takes the form of a fixed monthly allow* 
ance intended to cover the expenses of clerical and secretarial 
establishment plus a fixed minimum commission and a percentage 
on profits besides. A commission on profits brings about a closer 
identity between the interests of the shareholders and those of the 
managing agents, 

14 Criticism of the Managing Agency System. The manag¬ 
ing agency system has been subjected to a close examination from 
time to time, especially at the time of passing of the Indian 
Companies (Amendment) Act in 1936. 8 There are two sides : the 
evil and the good 

Evils. Among the several evils attributed to the system may 
be mentioned the subordination of the interest of the shareholders 
to those of the managing agents, opportunities for fraud and exploi¬ 
tation and the clash between the interests of the various firms under 
the same managing agency. 

The system has hindered the growth of independent and cap¬ 
able directorate. The directors are mere figure-heads and puppets 
in the hands of the managing agent* Out ot 175 directors of 
Bombay cotton mills in 1925, 95 were agency directors. 4 The 
managing agents decide, and the directors register those decisions. 
Mr. J. A. Wadia, a director of 13 cotton mills, stated before the 
Tariff Board in 1927, that if the directors took active part, they had 
to go. 

The development of sound relations between the industry and 
the banking system has also been hindered, for the banks lend on 
the guarantee of the managing agents and not on the intrinsic 
strength of the concern. 

Another count against the system is that the agency firms 
have too many concerns under them. In the words of the Bihar 

1. Beport of the Textile Labour Enquiry Committee, 19$$, p. 53, 

2. Beport of Ahmedabad Millowners* Association, 1935, p. 13$. 

3. For detailed discussion reference may be made to Reports of the 
Indian Industrial Commission, 1918. pp. 12 13, Indian Cotton Textile Tariff 
Board, 1927, Voi. I, pp* $5-92, 152, Vol, II, Evidence of B unbay, Baroda 
and Ahmedabad Miliowners’ Association, Vbl. IV, Indian Central Banking 
Enquiry Committee (Majority) Report, pp* 245-256, and (Minority) Report, 
pp* 330 332, and Beport of Indian Tariff Board on Gotten Industry, 1932, 
Chapter IV. 

4* Butnag&r —Bombay Industries ; Cotton Mills, 1927, p. 253* 
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and Orissa Banking Enquiry Committee : “They have get too many 
irons in the vast and uproarious fire of their activities, their outlook 
is too wide and the centre of their operations too far removed and 
financial scale too large/' Andrew Yule and Co., Calcutta, for 
example, manages 54 concerns. 

In the hands of unscrupulous agents, the system has led to 
gross abuses like receiving secret and illicit commissions, embezzle¬ 
ment, deliberately bolstering up the share values and then un¬ 
loading at the top level compelling the market “to hold the baby/* 
callous disregard of the interests of the company and hundred and 
one ways of exploiting the ignorant and the unwary investor. Here 
is a strong indictment : “They speculated in the shares of the 
company ; losing contracts were openly passed on to the mills, 
cotton was purchased by agents whose honesty was more than 
doubtful ; coal purchased was defective in weight and quality and 
cotton was manufactured by machinery that was loaded with surrep¬ 
titious commission. The factory pay-sheet was charged with 
useless or fictitious employees. Every canon of honest trading and 
manufacturing seemed to have turned upside down and the whole, 
when considered together, gave one the impression that the industry 
existed for no other purpose than to support a gigantic system of 
swindling.” 1 This is no doubt very strong language and a bit 
exaggerated, yet the managing agency system cannot be exonerat¬ 
ed of some of the charges here mentioned. 

The managing agents show a deplorable lack of initiative and 
enterprise. The managerial methods are too conservative. Finance 
is attached much greatei importance than the managerial skill. The 
result is that a few leading managing agents dominate the stock 
market. Those who own only ten per cent of the paid-up capital 
regard themselves as proprietors. 

Bfwejil'i. But there are also certain advantages which can be 
claimed f( r the managing agency system. The good managing 
agents, who have zealously guarded their reputation for integrity 
and fair dealings and whose competence to manage the concern is 
unquestioned, have made this system yield the best of results. In 
particular, they have made i lie advantages of integration available 
to the various concerns under them. Various economies, internal 
and external, have been realized because one agency sells goods 
-and buys materials, machinery and milt stores on behalf of a number 
of concerns and the same office manages them. Financial co-opera¬ 
tion among various concerns has been rendered possible, for the 
.surplus funds of one concern arc lent out to another which may be 
in need# 

The managing agency system combines the advantaged of a 
.partnership with those of the joint stock organization. Thekeett 
self-interest, initiative, virility, resourcefulness and adaptability of 


1. 3bid.,pp~d0-&l. * 
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the partnership are harnessed into the service of a joint stock 
company* 

The apparent stiffness of the agreements, in actual practice, 
is considerably toned down. Some managing agents voluntarily 
relinquish their commission in bad times. By their timely financial 
aid they have, in many cases, prevented the ruin of industrial concerns 
and brought them to a profitable stage. Although, as Mr* Manu 
Subedar remarks, “ whereas the weaker and the less desirable side is 
inherent in the system/* yet it has also large potentialities for good. 

In conclusion, we may agree with the view of the Industrial 
Commission that the system has a greater list of successes to its 
credit than can be shown by ordinary company management under 
individual managing directors. All the same it must be said that 
the system is very expensive and the Indian industry can ill-afford 
to bear its cost. Not many managing agents can claim princely 1 
salaries as the minimum amount of commission guaranteed to them. 

As the concern becomes well established and the period of risk is 
over, the remuneration of the managing agents may well be scaled 
down. 

It may be suggested that the managing agents should introduce 
internal reforms, apply the principles of scientific management to 
office organization, acquire technical knowledge and administrative 
ability, cultivate a sense of responsibility,.public spirit and scrupulous 
regard for the concern they manage and should discard get-rich- 
quick methods. They should explore new avenues of industrial 
development and pionocr new concerns. Those who are conservative 
and arc reluctant to launch new ventures should have really no place. 

Several improvements have been effected by the Indian Com¬ 
panies Amendment Act (1936) which has been called the Magna 
Carta of Indian shareholders. Their term is now fixed for 20 years, 
but can be renewed. They can be removed earlier if convicted of 
certain offences or if adjudged insolvent. Their remuneration is 
fixed as a percentage of net profits subject to a fixed minimum, 
though the terms can b* varied by the shareholders. Funds of one 
company cannot be utilized in another, and the managing agents 
cannot cany on any competitive business on their own account 
Loans to them arc forbidden except on current account. The number 
of their nominees on the board of directors is fixed at one-third. 

This is undoubtedly a great improvement. But the managing 
agents can still act on behalf of several similar concerns and their 
interest in all may not coincide. As purchasers of the goods of and 
sellers to another company, they can still make illicit gains. 

The fact is that no law can safeguard the interests of in¬ 
dividuals when they themselves are not vigilant enough. Our share¬ 
holders are ignorant, indifferent and lack corporate spirit and that 
vigilance which alone c#n ensure success pf a democratic institution 
like the joint stock organization. 
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According to Shri J. J. Kapardia, Secretary, Bombay Share¬ 
holders’ Association, in recent years management rights together 
with large blocks pf shares have been sold at fabulous prices. Several 
objectionable * features of the managing agency system have been 
brought to light. There has been regular trafficking in management 
rights regardless of the interests of the shareholders. Legal subter¬ 
fuges have been adopted to exact huge amounts by way of com¬ 
pensation. The new managing agents have tried to enrich themselves 
by all possible devices In recent years the evils of the managing 
agency system have been more prominent than its advantages. The 
lack of confidence in the management has seriously hampered capital 
formation In order to purge the system the company law may be 
further amended. The managing agents should be declared as whole- 
time employees and should be prohibited from managing any other 
concern. No other remuneration except a percentage of net profit 
should be permissible. In order to secure independent directorate the 
share qualifications should be kept fairly low. The directors should be 
required to give a declaration that they own shares in their own 
right lest they should be really owned by the managing agents. 

15- State and Industry. A brief survey of the development 
of the State policy in India towards industries may not be out of 
place. We have already seen that Indian Princes in the past had 
actively interested themselves in the fostering of industries The 
East India Company, too, in the beginning, actuated by commercial 
motives, stimulated and encouraged the development of certain 
manufactures. But pressure from England brought about a change 
in their policy and they began to take more interest in the growth 
and export of raw materials and sometimes even positively dis¬ 
couraged the manufacturing of articles in India. 

When the Government of India changed from the Company 
to the Crown, it did not involve any great change in the policy of 
the State towards industry. The Indian Government and the in¬ 
dividual Indian administrators seemed to be strongly in the grip 
of the laissez-faire doctrine. According to this doctrine, the State 
must “stand out of the sunshine, its chief function being to keep 
the arena clear for competition. T o regulate industry was perpicioiigj 
t o assisLil - ayas Jktile and_to .partiemi^ nf p ublic 

money.” This policy, in the main, continued till the outbreak^of 
World War I. 

But certain provincial Governments, notably the Madras 
Government, on their own initiative adopted a bit forward policy. 
The first Department of Industries in an Indian province was estab¬ 
lished in Madras in 1906, Sir Alfred Chatterton, in the employ of 
the Madras Government, took an active interest in the development 
of aluminium and leather tanning industries. But Lord Morley in 
a dispatch in 1910 threw cold water over these activities and con¬ 
siderably damped their enthusiasm, He laid It down that the- 
Government was not to go beyond imparting knowledge in improved 
methods as revealed by science and ^European practice. It was not* 
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the business of the Government, according to him, to demonstrate 
the commercial possibilities of such methods. Lord Crew, bis ‘sue* 
cessor, was prepared to modify this policy a little, but the Govern* 
meat could not recover from the previous set-back. 

The outbreak of World War I, however, brought about a 
change in this policy. To develop Indian manufactures for the 
successful prosecution of the war became imperative. The Indian 
Industrial Commission was appointed in 1916 which carried on a 
comprehensive survey of Indian resources and industries, and it 
recommended that the Government should play an active part in 
the development of industries The Indian Munition Board was 
set up in 1917 whose activities made quite a valuable contribu¬ 
tion to the development of Indian industries. By bringing to the 
notice of Indian manufacturers the new opportunities ere 5 ted 
by the war, it led to the development of several new branches in 
Indian industry. Boides, the Government, during the war, under¬ 
took considerable manufacturing activity on its own account. 

After World War I y the Government came to play a more ac¬ 
tive part in the industrial sphere. The Montague-Chelmsford report 
laid down “that the Government must admit and shoulder its 
responsibility for furthering industrial development of the country/’ 
The Indian Stores Purchase Department was created in 1921* 
As recommended by the Fiscal Commission, the Government became 
definitely committed to the policy of protection for helping Indian 
industries. 

16* The New Industrial Policy. The new industrial policy of 
the Government of India was announced on April 6, 1948, in the 
Dominion Parliament by Dr. Syama Prasad Mookerjee, the then 
Minister for Industry and Supply, The main points in this policy 
are : — 

(a) The Government of India consider that labour’s share of 
profits should be on a sliding scale, normally varying with produc¬ 
tion. They propose to establish machinery to advise on fair wages, 
fair return for capital and better conditions of labour. 

(b) Industries have been roughly divided into four cate¬ 
gories •— 

(i) Exclusive Government monopoly : the manufacture of arms 
and ammunition, the production and control of atomic energy and 
the ownership and management of railway transport. 

(it) Government-controlled sphere where the State may seek 
the co-operation of private enterprise : e.g., coal, iron and steel, air¬ 
craft manufacture, ship-building, manufacture of telephone, telegraph 
and wireless apparatus, excluding radio-receiving set and mineral 
oils. 'I he existing undertakings in these fields will be allowed 
to develop for a period of ten years. Management of State enter¬ 
prises will be generally through public corporations, In pursuance 
of this policy the Government proposes to take up five big projects 
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costing Rs. 200*300 crores, viz., a machine-tool factory, a cable¬ 
making factory, a radio apparatus and radar-making factory, a 
steel factory and one connected with industrial machine manufac¬ 
turing industry, 

(Hi) Subject to State regulation and contol : Salt, automobiles 
and tractors, prime movers, electric engineering, machine tools, 
heavy chemicals and fertilizers and pharmaceuticals and drugs, 
electro-chemical industries, non-ferrous metal, rubber manufactures, 
power and industrial alcohol, cotton and woollen textiles, cement, 
sugar, paper, newsprint, air and sea transport, minerals and indust¬ 
ries related to defence. 

(ft?) Sphere of private enterprise subject to the general control 
of the State : Industries in this category have not been mentioned 
in the policy statement. 

(c) As regards foreign capital, as a rule the major interest in 
ownership and effective control will be in Indian hands but power 
will be taken to deal with exceptional cases. In all cases, however, 
the training of suitable Indian personnel for the purpose of event¬ 
ually replacing foreign experts will be insisted upon. 

( d) As for the cottage and small-scale industries, the Govern¬ 
ment recognize that they have a very important role in national 
economy, offering as they do, scope for individual, village or 
co-operative enterprise, and means for the rehabilitation of displaced 
persons. These industries are particularly suited for the better 
utilization of local resources and for the achievement of local self- 
sufficiency in respect of certain types of essential consumer goods. 
The development of these industries falls in the provincial sphere. 
But the Central Government will undertake to investigate how 
far and in what manner these industries can be co-ordinated and 
integrated with larg^-acale industries e.g ., how the textile mill 
industry can be made complementary to, rather than competitive 
with, the hand loom industry. 

(e) To improve industrial housing, a scheme for the construc¬ 
tion of one million workers’ houses in ten years has been 
prepared. 

(/) The tariff policy of the Government will be designed to 
prevent unfair foreign competition and to promote the utilization 
of India’s resources without imposing unjustifiable burden on the 
consumer. 

(g) The system of taxation will be reviewed and readjusted 
where necessary to encourage saving and productive investment and 
to prevent undue concentration of wealth in the hands of a small 
section of the population. In October, 1948, the Government an¬ 
nounced these concessions to industry : ( i ) Liberalizing of de¬ 
preciation allowances ; ( ii ) exemption from income-tax of profits of 
new industries for 5 years up to a limit of 6% on capital; (in) re¬ 
duction of import duty on plant and machinery from 10 to 5% ;, 
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(it?) reduction in export duty on cloth from 25 to 10%; and 
(v) abolition of import duty on industrial raw materials. 

It is recognised that the State must play a progressive role in 
the development of industries, but ability to achieve the main 
objectives should determine the immediate extent of responsibility 
and the limits to private enterprise. At present the resources of the 
State may not permit it to function forthwith in industry as widely 
as may be desirable. To remedy the situation, among other things, 
the Government is considering steps to create a body of men 
trained in business methods and management. In the meantime 
the State will expand its present activities wherever it is already 
operating and by concentrating in new units of production in other 
fields, rather than on acquiring and running existing units. Private 
enterprise, properly directed and regulated, has a valuable role 
to play. 

The industrial policy statement has not caused much surprise 
nor has it raised extravagant hopes. The Government seems to 
have taken a middle course avoiding the two extremes of nationaliza¬ 
tion on the one hand, and the pampering of the capitalists on the 
other. The new policy avoids both dogmas : the dogma of the 
Right which says in effect that the State should never interfere with 
private enterprise and the dogma of the Left which believes in 100% 
collectivism and regards private profit-seeking as immoral. The 
Government seeks to establish in India a Controlled or Mixed 
Economy. 

The Government’s industrial policy has failed to arouse any 
enthusiasm among the mercantile community and soon fresh 
demands have been made and finally for a revision of the policy 
itself. Shri J. P. Srivastava said, “The biggest bottleneck impeding 
production is the tax structure.” Shri G. I). Birla remarked, “Un¬ 
doubtedly one of the main hurdles has been crossed. But many 
more are yet to be negotiated *f we are to reach the goal.” Shri 
Mehrotra, President of the Federation of Indian Chambers of Com¬ 
merce, said that the period of immunity of ten years was too short. 
Evidently nationalisation was still looming large. The late Sir 
Ardeshir Dalai observed, “The investors have been scared away by 
the threat of nationalisation, the limitation of dividends, the sharing 
of profits, the legislation for minimum wages, rapidly mounting costs 
of labour and liquidation of capitalists after 30 years.” The 
Government, seems to have bitten more than it could chew. The 
Prime Minister, the Deputy Prime Minister and other ministers had 
to assure again and again that the fears of nationalisation Were 
greundless, 

The statement of industrial policy and the repeated assurances 
of the ministers have failed to create an impression. The situation 
on the economic front has gone on deteriorating. The money 
market has remained shy as ever and industrial production has not 
much increased. In important industries like the textiles and sugar 
it has gone down. In his presidential address* to the Indian 
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Economic Conference Dr, Rao thus gummed up his conclusion about 
the Government’s industrial policy : “The Government's, industrial 
policy became one of fluctuating character, first turning to the Left 
with promises of nationalisation, profit sharing, participation of 
workers in industry and industrial planning, and then to the Right 
by repeatedly limiting the scope of nationalisation and then qualify¬ 
ing even what was left to be nationalised by concessions in taxation 
of higher incomes, and by an increasingly tolerant, perhaps, helpless 

attitude towards tax-evading profits.. The policy satisfied 

neither the captains of industry, nor the investors, nor the industrial 

workers nor the general public.(it) failed to provide the 

dynamism and positive stimulus which was required for any signifi¬ 
cant increase in production.’' 

17. The Industries (Development and Control) Bill. In 

order to place industry on a sound footing, the Government 
introduced in March 1949 the Industries Development and Control 
Bill It seeks to confer very wide powers on the Government 
under which it can take over any industry or start any one, at the 
same time making it possible for private enterprise to develop 
industries in accordance with a Centrally regulated policy. Tt 
provides for registration of existing enterprises and licensing of the 
new ones. The licence may impose conditions regarding location 
and minimum standards in respect of size, equipment and technique. 
According to the rules to be framed under the Act, the Government 
can ask the industries to take steps to stimulate development, 
regulate production, use partieulir raw r materials, fix standards 
of production prohibit practices Lkcly to reduce production, main¬ 
tain accounts in a certain mariner, submit returns etc. The Govern¬ 
ment can also require an industry to provide facilities for the 
training of technicians and labour. It can ask for any information 
or statistics in respect of any controlled industry. 

Dr. S. P. Mnkherjee described the Bill as a landmark in the 
country's industrial legislation and said that it marked the beginning 
of planning for industrial development in the country. The 
commerieal community, however, has not taken kindly to this Bill. 
The Indian Merchants Chamber characterised it as ‘fill-timed and 
hastily drafted." There is no doubt that State control involves 
red-tapism, lack of drive and imagination, but is the performance 
of the industrialists in India better ? As Mr. Morrison addressing 
his party conference remarked, “We want private enterprise to rea¬ 
lise that their only possible justification is that they are efficient, 
economical and really enterprising and that they really work for 

common good. Private enterprise which indulges in anti-social 

conduct will be pulled up short and sharp." The Indian public 
opinion is convinced of the anti-social conduct of Indian business 
community. They are trying to produce not more goods hut more 
profits. Only by their honest and efficient management of industry 
can they render the Bill superfluous. They cannot be allowed a 
long hand in inflicting high prices and forced unemployment on 
the community* 
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li is true Gist the Government of India at present feels help, 
less, as they lack trained personnel to man industry; Talent and 
•experience in industrial management are rare commodities. Business 
management and industrial ability are more , instinctive than 
acquired. But not only Russia but a^o Great Britain, has shown 
that it is not difficult to discover civil servants who would prove a 
success in business management. As Taussig says, “While generals 
are bora. Captains and Colonels can be made/' The Government of 
India has already taken a step in this direction. They have deputed 
Shri Dundekar to take over the management of the Sclndia Steam 
Navigation Co, Let us hope that he wdl be the pioneer of Economic 
Civil Service in India. 

The public expect that the Governmtnt's economic policy 
should result in building up in India a just social order under widen 
the common man will get cheap food and other essentials of life at 
low cost, the worker a living wage and the entreprenuer his normal 
profits. It should also ensure full employment of our human and 
natural resources, so that both the individual and the nation 
prosper. 

18* The work of the State Governments io relation to 
Industry* In each state there is a “Department of Industries” 
wnose function is to foster industrial development in the State. 
They provide technical training, and arrange for industrial 
research not only in connection with the existing industries 
but also those which can be brought into existence. They 
also lend financial assistance in deserving cases. They try 
to improve the marketing organization, and to act as bureau of 
industrial information. In their effort to improve the economic 
conditions of the State they extend the necessary co-operation to 
other beneficent departments. Their chief functions are the 
following :— 

(i) Industrial Education. Apart from the fact that only a 
microscopic minority of the people in India is literate and that 
the educational facilities are inadequate, the system of education 
in India is notoriously too literary and academic and entirely un¬ 
related to real life. If the Indian workers are unorganized, un¬ 
reliable, inefficient and wholly lacking in ambition, if is the lack 
of education or faulty system of education which is mainly res¬ 
ponsible. The Indian Industrial Commission recommended the 
establishment of craft schools, training of foremen in the w v orks and 
is some cases attaching technical schools with workshops, giving 
financial aid to the employers who provided education for their 
employees and starting primary schools for artisans with an in¬ 
dustrial bias. A committee with Dr. Zakir Hussain as its president, 
appointed by the Wardha Education Conference held in 1937, 
recommended the imparting of instruction through a basic craft 
and thus sought to rectify, the too academic character of our 
education. Messrs. Abbot and Wood, two educational experts 
from England, who visited India in 1936, emphasized the impoiv 
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tone© of the training of supervisory grade of workers* They also 
recommended co-operation between trade and industry on the one 
hand and educational institutions on the other. 

Now in every state technical institutions have been estab¬ 
lished, such as the Hosiery Institute at Ludhiana (Punjab), 
the Silk Institute at Bhagaipur (Bihar) and the Cottage ^ Industries 
Institute at Gulzaribagh. In the Punjab there is a technical school 
in almost every district or industrial Centre, where, besides general 
technical education, specialized training is given in a certain craft 
which is of importance to that locality. Some big industrial con¬ 
cerns like the Tata Iron & Steel Company, Jamshedpur, have set up 
technical institutes of their own. 

But facilities for technical education provided in India cannot 
be regarded as adequate either as regards quantity or quality* 
There is very little correlation between requirements of industry 
and the type of training imparted People who are experts in the 
factory work lack education and the young men trained in the 
technical institutions are found wanting when they enter a factory. 
We want technical schools for the training of ordinary workers, 
higher technical education for the training of foremen, and com¬ 
mercial colleges for the training of managers. 

(ii) Industrial Research. The importance of research for the 
development of Indian industries can hardly be exaggerated. We 
have made some belated attempts in this direction. Each major 
industry has its separate research organization. Research laboratories 
have also been set up by the Departments of Industries in all States. 
As the result of deliberations of the Fifth Industries Conference, a 
central organization, the Industrial Research Bureau, w r as created in 
1935 with an advisory body called the Industrial Research Council. 
It supplies industrial information, co-operates with the industries in 
research work and publishes a bulletin giving information useful to 
the industries. In order to meet the requirements of the late war a 
speedy development of all potential industrial resources of India was 
felt to be necessary. This led to the appointment of a new body, 
the Board of Scientific and Industrial Research, with which were 
associated the representatives of the major Indian industries. It 
has already done much useful work and suggested several now' lines 
of manufacture, e g , chemicals, oils, etc. But our expenditure on 
industrial research is too little to meet adequately the requirements 
of industry. In America private industrialists alone spend $300,000,- 
000 on research. The total cost of research in America is said to 
amount to 1 /6th of the total national income. 

(in) Industrial Intelligence . Besides the Department of Com¬ 
mercial Intelligence and Statistics under the Central Government, 
each provincial Department of Industries maintains an intelligence 
branch for the collection and dissemination of industrial intelligence 
and information. Anybody who wants to start an industry can 
seek the assistance of this organization* But if it is to be of any 
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use, the information must b© complete and up to date- Only a 
body of experts which continuously functions can supply such 
information. The industrialists, in general, do not feel that the 
Department is properly equipped for the purpose. 

(tv) Financial and other aids . We have already seen that- 
State Aid to Industries Acts have been passed in all the States and 
financial aid is given in the form of loans or subsidies We have 
also seen that such measures have not produced good results. 
Utility of depots and exhibitions cannot be denied, but this is not 
all that the industries need. 

No doubt, the State Departments have been doing very 
useful work, but it does not go far enough. They have merely 
confined themselves to the aiding of cottage industries. They also 
suffer from certain limitations inasmuch as policies relating to- 
railway rates, currency and exchange and tariffs are beyond their 
control. Any adverse decision on these matters can negative all 
efforts of State Governments. 

The Central Government also, in recent years, has been 
giving increasing attention to the development of Indian industries, 
especially the cottage industries. We have already seen how since 
1935 they have been giving annual recurring grants for the develop* 
ment of handloom, silk and woollen cottage industries. Their contri¬ 
bution to industrial research has also been mentioned. Other mea¬ 
sures they took related to the setting up of Indian Sugar Committee, 
Indian Cotton Committee, Indian Jute Committee, Coal Grading 
Board, passing of Cotton Transport Act, Indian Tea Cess Act, 
Labour laws, reduction in railway freights, eto. 

The proper role of State in India . The State in India must 
pursue a policy of activism and discard passivity. Our industrial 
structure is defective in several parts. The State must create 
conditions congenial enough for the industries to thrive so tint 
the economic resources of the country are best made use of. The 
Government must further be equipped with personnel represent¬ 
ing the best industrial knowledge and experience available in the 
country so that it can act as a competent adviser to the industrial¬ 
ists. We must devise a machinery which can work expeditiously, 
effectively but sympathetically. People in Tndia by tradition 
always look to the Government to guide and direct thier activities. 
The Government is the pivot for carrying out the various measures 
lor the industrial advance of our country. So long as the Govern¬ 
ment does not take the lead and assure a fair field for industrial 
ventures by safeguarding them from the menace of foreign competi¬ 
tion, confidence in the industrial future will not be created. The 
Government must create the necessary conditions for rapid industrial 
development we are capable of and which we so badly need. 

19- The role of the State in Some Other Countries* There 
is a growing conviction in every advanced country that voluntary 
action *on the part of individuals has miserably failed to promote 
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t fhe healthy economic development of the country and that some 
positive action on the part of the State is called for, 

Japan offers the best illustration of the paternal attitude of the 
State in fostering industrial development of the country. The 
spectcular industrial development of Japan is chiefly due to the 
initiative and fostering care of the State. “There are few modem 
industries today that do not owe their existence to Government 
initiative/* 1 

The Government in Japan did a lot of pioneering work and 
later changed its role of an entrepreneur to one of the financier. 
It established and maintained model factories, and sometimes parti¬ 
cipated fn the financing of business enterprises. Other measures 
taken by it included imposition of protective duties, granting of 
subsidies, sending students for technical training abroad, engaging 
foreign experts and specialists, negotiating favourable commercial 
treaties and sending round experts to advice small factories. It 
has been truly remarked that “in Japan,.... modern industrialization 
had the State as its god-father, if not its progenitor/’ 2 

Japan is not the only country where the Government has 
taken interest in fostering industrial development. In Germany 
cartelization was officially sponsored, the State, as in the case of 
coal and potash, becoming a partner in private enterprise, There 
was in Hitler’s Germany a strong tendency to replace automaticism 
of the free market by the State regulation. About the Nazi indust¬ 
rial machine, it was lemarked that it “creaks and groans but never¬ 
theless moves with surprising rapidity : nearly everybody grumbles, 
but everybody conforms.” 2 

In England, the home of lais&ez faire, there has also been a 
swing in the economic policy of the State. She no longer adheres 
to the traditional policy of laissez faire . Pressure has been exerted 
to effect rationalization in the iron and steel industiy, sugar-beet, 
cotton spinning, coal industries, etc. Industries in connection with 
synthetic dyestuff’s, beet sugar, n >al, oil and production and exhibi¬ 
tion of cinematogtaph films were brought into existence by conscious 
State action. 

The New Deal in America introduced extensive Governmental 
inteiference in the economic sphere. 
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CHAPTER XXI 

INDUSTRIAL LABOUR 

1. Crowing Importance of Industrial Labour in India* The 

rise of the wage-earning class in India has been very slow 
Predominance of agriculture and attachment to land, the existence 01 
joint-family system and the absence of successful industrial careers an 
Some of the causes which prevented the rise of the industrial l&boui 
in India* Demand for Indian labour for Colonies and for plantations 
did raise some labour problems. But it was after the World Waa 
that the Indian labour became conscious of its strength and rights 
The influence of the International Labour Organization also tended ir 
the same direction. The appointment of the Royal Commissior 
on Labour and the advent of Congress Ministries with a definite 
bias for labour welfare have aroused a general interest in labour ir 
recent years. The Labour Commission gave impetus to labour legisla¬ 
tion and brought the labour problems to the forefront. Industrial 
labour in India is now a force to be reckoned with. 

2. Sources of Labour Supply and Methods of Recruitment 

There was a time when there was a chronic shortage of labour ii 
India. In view of the large and increasing population of India 
shortage was anomalous. This scarcity was due to lack of training 
facilities, absence of suitable recruiting agencies, lack of knowledge 
undeveloped means of communication, low wages, high cost of living 
bad housing conditions, trying conditions in the factories and preva¬ 
lence of frequent epidemics Although conditions in these respects 
are not even now completely satisfactory, yet a marked improvemenl 
has been made, with the result that no industry now experiences 
any shortage. 

With the exception of Bombay, Calcutta and Jamshedpur 
all other industrial centres draw their labour supply from th< 
surrounding areas, e. < 7 ,, at Ahmedabad 65 per cent of the labom 
supply may be called local. Kanpur also depends for labour supply 
on its immediate neighbourhood. For Bombay the recruiting area* 
are in the Patnagiri District, and the nearby Deccan districts 
Most of the labour supply for Calcutta hails from outside a radiu* 
of 250 miles, especially from Bihar, the C. P., U. P. and Madras 
Jamshedpur draws its labour supply from all over India. 

Recruitment, till recently, was done through intermediariej 
called jobbers, mukaddams , sirdars or rnistries. Although primarily 
a chargeman entrusted with the work of supervising labour, th< 
jobber occupies a position of much greater importance. F 01 
technical training, transfer to a better job, promotion and aid ir 
private and domestic matters, the v orker comes to lean on bin 
and is often comjiletely at his mercy. Virtually he has been the 
ear and the voice of the mill manager. But the position is nov 
somewhat changed. Larger and more progressive mills have nov 
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appointed labour officers to look after labour and have begun direct 
recruitment, though in the majority of the concerns the old method 
Is still prevalent. Instead of being recruited in the village, labour 
is now recruited at the factory gate. But in view of the intermittent 
and fluctuating character of labour force, it is difficult to establish a 
permanent ana living contact between the management and labour. 
Therefore the jobbers still continue to wield an influence which 
cannot be called inconsiderable and his grip over the worker con¬ 
tinues to be strong. 

3. Labour Efficiency in India. The human factor is very 
important in industry, as in any other sphere of economic life. 
Industrial progress depends, in a vary large measure, on the 
efficiency of industrial labour. In this respect India does not seem 
to be happily placed. 

Attempts have been made by some to represent relative 
inefficiency of Indian labour in terms of output or number of hands 
employed per unit of machinery. It is pointed out that an operative 
looks after 240 spindles in Japan, 540 to 600 in England and 1,120 
in the U.S.A. but only 180 in India. Again, a weaver in India, it 
is said, attends to two looms, in the U.K, to 4 —6 and in the U.S.A. 
to 9. Sir Alexander McRobert opined before the Industrial Com¬ 
mission that an English worker was 3’5 or even four times as efficient 
as an Indian worker. According to Sir Clement Simpson’s calcula¬ 
tions, 2 66 workers in a cotton spinning and weaving mill in India 
are equivalent to one operative in Lancashire. 

But such statements do not reflect any innate inferiority of the 
Indian worker. More workers are employed in India per unit of mac¬ 
hinery, because labour is cheap and machinery is dear. The smaller 
output per worker is often due to the use of bad material, out-of- 
date machinery, bad control and defective management. Therefore, 
we cannot subscribe to these pseudo-mathematical representations 
of the relative efficiency or inefficiency of Indian labour. But it 
cannot be denied at the same time that even after making allowance 
for all factors, the fact remains thit Indian labour is less efficient 
as compared with, say, British or Japanese Ubour. Therefor© in 
India while wages are low, labour is dear. 

4- Causes of Low Efficiency. There are several factors—for 
most of which the worker'himself can hardly be blamed—which are 
responsible for the lower efficiency of Indian labour. Apa tt from the 
enervating Indian climate, poor physique, illiteracy and lack of 
technical training and less disciplined character, the following are the 
main factors which lower the efficiency of Indian factory worker : — 

(1) Migratory character. Unlike in the West, where factory 
population is permanent, Indian labourers are mostly migrants from 
the villages. They leave the villages to escape from destitution and 
from numerous social disabilities, or penalties for offences against the 
village moral code or from the money-lender. It may also be that 
they leave their village to improve their economic condition a 
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view to purchasing land or other property. The excessive pressure? 
on land, the decay of village crafts and better opportunities in the 
city drive the people from the villages to the factory areas. 

But they do not permanently sever their connections with the 
village, because, as the Labour Commission remarks, the driving 
force comes from one end of the channel only, ix* 9 the village end. 
‘'They are pushed and not pulled to the city.” Strange and novel 
environments of the city, its insanitary conditions, high cost of living 
and lack of employment for the whole family compel them to leave 
their families in the village to which they desire to return sooner 
or later. 

The migratory character affects efficiency. The worker does 
not feel quite at home in the artificial city life. The strange 
environments subject him to severe strain, and he becomes a victim 
to sickness and disease. The fatigued body and overstimulated 
mind find dangerous relief in alcohol and gambling. Discipline, 
long hours of work in a factory to which he is not used, homesick¬ 
ness and mental depreesitn— all adversely affect his capacity for and 
interest, in his work. 

There is, however, the other side too. The villager brings to 
the factory better physique, and a combination of rural and urban 
life widens his outlook. The periodical visits to the village consti¬ 
tute a nice and cheap holiday which improves his health Besides, 
he becomes an instrument for the diffusion of knowledge in the 
village, and thus quickens the mind and enlarges the outlook of the 
people of his village. The village offers a safe and comfortable 
asylum in sickness, strikes and lock-outs, in old age and in maternity. 
For all these reasons the connection with the village, according to 
the Labour Commission, in an asset of incalculable value. On the 
whole, therefore, the migratory chaiacter of Indian labour is not a 
cause of his relative ineffieienc}'. 

(2) Lfpw wages. Efficiency of labour depends upon nourishing 
diet, proper housing and other amenities. But the wages in India * 
are too low to purchase these. For the paltry sum that a worker in 
India gets he cannot be expected to put in his best, and his efficiency 
must be low. 

(3) Low standard of living . It follows from low wages that 
the standard of living of the Indian worker must be very low. 
Inadequate and unbalanced diet, a dirty hovel to live in, shabby 
and insufficient clothing to cover his limbs, and complete absence of 
exjenditure on medical aid, education and recreation must affect 
bis health and efficiency. The Indian worker's diet compares 
unfavourably even with that of the prisoners. A large part of 
the worker's monthly income is swallowed up by debt and travelling 
expenses to and from home and a part is squandered in gambling 
and drink. With such a meagre income it is futile to expect of a 
worker to maintain himself in reasonable standard. No wonder that 
his efficiency is low. 



INDUSTRIAL LABOUR 


»r* 


(4) Long Hours and Trying Factory Conditions. A worker who 
has to work for about 10 hours every day in the hot summer days or* 
in severe winter in a congested and ill-ventilated factory under an 
unsympathetic manager cannot put in his best. He cannot be 
blamed for loitering if he is compelled to rest and look round $ 
little to get some relief which he so badly needs. Factory environ* 
ments represent a marked contrast to his native environments. His 
efficiency must naturally suffer, 

(5) Unsatisfactory Housing . A further cause of industrial meffi* 
ciency is the appalling condition in which the workers are housed. 
Insufficient accommodation, the dark and stuffy interior of the 
tenements and their squalid surroundings are the chief features of a 
working class colony. Single-room tenements seem to be the rule 
and most of them are not fit for human habitation. They are said 
to be “cold in winter, hot in summer and wet in rains.’* 

Many jute mills in Calcutta and cotton mills in Bombay provide 
quarters for a fair proportion of then employees, but majority of the 
textile workers are still unsatisfactorily housed. In other industries 
conditions are a little better Most of the sugar mill employees are 
lodged in mill quarters in open surroundings. Coal-mines in Jharia 
and Bihar have provided good sanitary quarters of approved designs* 
The housing arrangements at Jamshedpur by the Tatas and at 
Nagpur by the Empress Mills are very good. The former has built 
a garden city and the latter has laid out* a model village with all the 
necessary amenities. In both cases the employees are encouraged by 
loans given on liberal terms repayable in easy instalments to build 
houses for themselves. Further, slum clearance programmes have 
been undertaken by the municipalities in Calcutta, Bombay, Madras 
and Kanpur. The Bombay Government has completed nearly one- 
third of its gigantic programme of building 625 chawls with 50,000 
tenements. Several State Governments have under their considera- 
tion housing schemes to clear the slums. The Central Government 
offered 12|% subsidy subject to a maximum of Rs. 200 per unit to¬ 
wards the capital cost provided the State Government also paid a 
similar subsidy. But there was no response. The scheme was then 
modified and the Central Government undertook to advance a loan 
to the extent of two-thirds of the cost free of interest and the State 
Government or the employer is to advance the balance of one- 
third. 


But it is a big problem, and no early and easy solution may be- 
©xpected. Reports of Health Departments in the principal industrial 
areas still sadly reflect on the dirt, dust and congestion of the 
workers* colonies. In these circumstances the Indian labourer must 
continue to show a lower degree of efficiency. 

(6) Absenteeism. There is a high turnover of labour in Indian 
factories. It is considered that a worker availed himself of 2*3 days* 
holiday in a month and 3*7 weeks in a year. It necessifc&f^ jjftto 
employment of reserve with additional costs to the concern. Jp 




INDIAN ECONOMICS 


{T) Indebtedness. Being in debt has on adverse psychological 
effect on the worker and impairs efficiency. The usual rate of 
interest varies from 75 to 150%. Once in debt, therefore, it is 
impossible for a worker to extricate himself. An inquiry in Madras 
showed that of 800 workers all but 13 were in debt on an average 
of about 6 months’ wages. 1 

Other factors responsible for relative inefficiency of Indian 
labour are the defective and inexperienced management, use of bad 
machinery and materials and weak labour organization. In the words 
of Dr. Vera Anstey ; “When it is realized that the labourer who 
is obliged to live in such uncongenial, unhealthy and soul-destroying 
surroundings, is in any case illiteiate, superstitious and untrained, 
is it to be expected—entirely without prejudice to his mental abili¬ 
ties—that at any wage, however low, his services can be really 
cheap.” 3 

In recent years complaints have been made about marked 
deterioration in labour efficiency. The chairman of the Tata Iron 
and Steel Company pointed out in its annual meeting in 1949 that 
the average output of steel per employee has fallen from 24*36 tons 
in 1939-40 to 16*30 tons in 1948-49. He complained that in some 
departments the majority of the men were working at one-third to 
one-half of their capacity This recent deterioration has been attri¬ 
buted to (a) the rigidity of the existing wage contracts, (b) the 
growing strength of the labour movement and the weakening 
•control of the employers over labour, (c) the increasing propensity 
for leisure resulting from higher wages, (d) dissatisfaction of labour 
with traditional methods of management, (c) growing opinion in 
labour circles in favour of ‘sharing work’ rather than reducing em¬ 
ployment by intensive effort, and ( f) resistance of labour to high- 
pressure effort and rigid discipline. 

In order to improve efficiency, it will be necessary to adopt a 
comprehensive programme of labour uplift. Greator diffusion of 
technical and general education, raising of wages to a reasonable 
level, reduction of hours, improved housing and other improvements 
in working conditions arc bound to effect favourably the efficiency 
of the workers. But, above all, a radical change in our ideals is 
necessary. So long as a woikei suffers from a sense of insecurity 
and fear of unemployment, and so long as he feels that he is 
woikmg for others his efficiency cannot rise to the highest pitch 
possible and he will try to do the least and get the most out of his 
work. He must, on the other hand, be made to feel that his work 
fulfils a social purpose and he must be guaranteed complete security 
from want and fear. Thus alone can the worker develop the right 
morale. 

5* I-abour Welfare Work. The term “labour welfare” is fairly 
well understood. The scheme of the International Labour Organisa- 

1 Shiva Bao - ^he Industrial Worker in India . 1939, pp. 133-133 
2* Vem Ar»st©\ —Economic Development of India , 1936, p. 230. 
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ticm for the Asian Regional Conference included in workers' welfare 1 
such services, facilities and amenities as may be established in* or 
in the vicinity of, undertakings to enable the persons employed in 
them to perform their work in healthy, congenial surroundings and 
provided with amenities conducive to good health and high morale* 
As enumerated in the I. L. 0. resolution passed in June 1937, these 
services include : adequate canteens, rest and recreation facilities, 
sanitary and medical facilities, arrangements for transport to and 
from work and the accommodation of workers employed at a distance 
from their home. It is recognised that labour welfare work is to be 
carried on not only on purely humanitarian grounds but also for 
^economic reasons Such work has an intimate bearing on labour 
efficiency, 

In the past a few enlightened employers, missionary societies 
like the Y. M C. A. and social organisations like the Bombay Social 
Service League, Servants of India Society, Seva Sadan Society etc., 
interested themselves in promoting labour welfare. Labour organisa¬ 
tions, too, have been taking keen interest in this direction. 

Recently the Central and State Governments have been taking 
active part in labour welfare work. The tendency has been to put 
several items of labour welfare in the Factory Acts so that the em¬ 
ployers have no option but to carry them out. It was only during 
the Second World War that the Central Government turned its 
attention to labour welfare work. The schemes of labour welfare 
were introduced in the ordnance and ammunition factories. The object 
was to keep up the moral of the workers. Labour Welfare Funds 
were constituted in Government undertakings. During 1948-49 a 
sum of Rs. 1 lakh was sanctioned as Government contribution 
towards these funds. 

The real woi'k connected with labour welfare is being done by 
the State Governments The Bombay Government maintains, under 
the Deputy Commissioner of Labour Welfare, about 50 welfare 
centres of different types. The best type, besides providing facilities 
for indoor and outdoor games, sports and other activities, has a 
pavilion with an auditorium and a stage for theatrical performances. 
It also maintains a gymnasium and separate shower baths for men 
and women. Children are also provided playgrounds with the 
necessary equipment. Among the many and varied activities of the 
welfare centres may be mentioned entertainments by cinema shows, 
magic lantern lectures or with the epidiascope ; exhibitions ; indoor 
games ; outdoor games ; gymnastics ; children’s playground ; 
medical aid ; reading room ; library ; literacy classes ; special activi¬ 
ties for women and children like nursery schools, sewing classes, 
picnics, sports competitions, etc. A school has also been started for 
the training of labour welfare workers and tor imparting training 
in trade unionism and citizenship so that labour leaders may rise 
from labour ranks. Welfare Literacy Boards have been set up in 
various industrial towns. Reading rooms and circulating library 
posts have also been established. 
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* The other State Governments, too, are doing work on similar 
lines. Two labour welfare centres have been established by the 
Government of Bihar, one at Katihar and the other at Jamshedpur. 
There is a Lady Welfare Officer to look after all women workers in 
the State. The Government of Madhya Pradesh has decided to add 
a Labour Welfare Section to the Labour Office with a view to or¬ 
ganising and co-ordinating labour welfare activities. In the U.P.* 
labour welfare centres have been established in almost all important* 
industrial towns. Besides the usual labour welfare programme the 
centres organise musical concerts, make arrangements for child and 
maternity welfare including free distribution of milk to sick and 
under-nourished children and expectant mothers and they also run 
charkha spinning classes. Welfare centres have also b f ‘en established 
in West Bengal having as their mam objects (a) to provide op 
portunities for recreation, (b) to provide lacilities for elementary 
education to children and adults, and (c) to impart instruction to 
workers in labour problems and trade unionism. Part-time doctors 
have been appointed to give medical aid. Madras. Hyderabad, 
Travancore and Cochin, Madhya Bharat, and Saurashtra have all 
opened welfare centres and sanctioned considerable sums for the 
purpose. 

The enlightened employers, on their own initiative, have been 
doing their bit in the direction of workers’ welfare They realise 
that a contented labour force is a valuable asset. Under the factory 
law the employers have a statutory obligation to make provision for 
canteens, creches, pit-head baths in mines etc. The Employees’ 
State Insurance scheme, when enforced, will relieve them of the 
responsibility for medical aid. At present dispensaries are being run. 
by almost all cotton mills in Bombay. Creches for children have 
also been provided. There are also cheap grain shops and canteens, 
and some mills have opened boarding houses where cheap meals are 
provided. In 1948-49, 53 mills hod established co-operative societies 
having a total membership of about 76,000. About 40 mills gave 
gratuity to their employees on retirement. The Ahtnedabad Mills 
usually maintain a dispensary in charge of a qualified doctor. Milk, 
cod-liver oil, fruit etc , arc distributed by certain mills among the 
children of their employees. Some mills have made arrangements 
for kindergarten or Montessori education for workers’ children. 
Specially noteworthy labour welfare work is being done by the 
Empress Mills at Nagpur. Their medical arrangements are very 
satisfactory. They run separate dispensaries for men and women 
workers. The co-operative movement is very popular among the 
workers there. In 1947-48, there were about 6,000 members and 
the loans taken by them amounted to about Rs, 6 lakhs. They also 
publish a bulletin, Empress Mills Patrika , in Hindi and Marathi and 
it is distributed free to the workers. It deals with health, hygiene, 
sanitation and other useful subjects. The Delhi Cloth and General 
Mills maintain an Employees’ Benefit Fund Trust in the administra* 
tion of which the workers have a voice. A fixed percentage of the 
amount distributed as dividend is put into this fund every year aa> 
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Well as unclaimed wages and fines. The Trust administers voluntary 
health insurance scheme, gratuity and old age pension schemes, the 
provident fund and daughters’ marriage allowance schemes. The 
workers are given special financial assistance on emergencies like 
long illness, specialists’ treatment, funerals etc. There is also an 
Employees’ Bank having more than four thousand depositors with a 
total amount of Rs. 1,300,000 to their credit on 30th September* 
1949. They have also established an insurance company of their 
own to provide cheap insurance policies to their employees. There 
is a well-equipped hospital with 50 beds, X-ray equipment, Dental 
chair and ultra-violet and Infra-red therapy. The Trust provides free 
education for workers’ children. They also publish a weekly gazette. 
The work done in Buckingham and Carnatic Mills, Madras, also 
deserves mention. They have a very good dispensary and have 
engaged lady doctors and lady health visitors. Thei*e are special 
classes run for women where talks are given on sanitation, child 
up-bringing, food value, prevention of diseases etc, A women’s 
sewing class is also held Subjects like domestic science, hygiene, 
general knowledge and handicrafts are taught to the workers’girls. 
There is also a mill co-operative society. Work on similar lines is 
being done at the Bangalore Woollen Cotton and Silk Mills, and the 
Madura Mills Company, Madura, 

Among the Employers’ Organisations the Indian Jute Mills 
Association has undertaken the direct responsibility of organising 
welare work. It has established several welfare centres which 
carry out the usual welfare programme. It arranges inter-mili 
tournaments. Each centre organises music classes and dramatic 
societies. There is a wireless set and newspapers for the reading 
room There is a women’s welfare society. There is regular 
vaccination and inoculation of children against epidemic diseases. 
Large firms in engineering industry have undertaken welfare 
activities. Such work is also being done in paper industry, cement 
industry, mines and other industries. The tea and other plantations 
are also doing a lot in this direction. They maintain a garden 
hospital and dispensary. Children and women are specially well 
looked after. The Railways also maintain hospitals, dispensaries, 
X-ray and inoculation departments. They have also made provision 
for the education of their employees’ children. Canteens are run 
for providing inexpensive and nourishing meals. Their grainsbdp 
organisation has protected their employees from the rising cost of 
living. 

Among the welfare work done by the labour organisations, the 
work of the Textile Labour Association, Ahmedabad, is specially 
commendable. 

6. Technical Training. One of the ways in which labour 
efficiency can be improved is to extend facilities for technical train¬ 
ing. In this respect Indian labour is not well served. He depends 
more on innate skill rather ‘than skill acquired through technical 
training. The existing facilities for technical training are very 
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meagre. The Provincial Departments of Industries maintain in* 
dustrial schools and a few technical institutes of a specialised nature. 
Besides* the Ministry of Labour have three schemes in operation ; (1) 
technical, vocational and apprenticeship training schemes for «*•» 
servioemen; (2) similar schemes for persons displaced from 
Pakistan ; and (3) the scheme® for training of Instructors for 
♦Government Training Centres. The apprenticeship schemes pro¬ 
vide for training in engineering and building trades and in small 
industries in workshops in collaboration with private industry. 
More than 25,000 trainees have passed out of these centres up to 
•January 1950. The training given is said to be thoroughly practical 
and efficient. The other Ministries of the Government of India like 
the Ministry of Works and the Ministry of Education have their 
separate schemes of practical training. 

There is one important lacuna. The facilities for the training 
of foremen are extremely limited and for foremen we have to depend 
♦on foreign countries. For training of such a high calibre, co-opera¬ 
tion between the State and Industry is essential. Specialised 
technical institutions should be set up by the co-operative effort of 
the industries with the assistance of the State. The Endian Jute 
Mills Association has started a Technological Institute in Calcutta 
The other industries should follow their example Effort should 
also be made to build up a class of technologists who are conversant 
with the latest researches and capable of applying them to 
industry. The establishment of an Institute of Higher Technology 
at Hijli (West Bengal) is a step in the right direction. Many more 
should follow. This Institute is on the lin#s of'Masaehusetts Institute 
of Technology in the U.S.A, 

7. Labour Legislation Since the advent of modern industry, 
the employers were free for a generation to use their labour in any 
manner they liked unhampered by any factory law. The result 
was that the hours were inordinately long. Labour, especially 
women and children, was exploited. The conditions in the factories 
were inhuman and intolerable. For injuries received in the factory, 
which the unfenced machinery freely inflicted, the worker did not 
receive any compensation 

Factory Act (1881). The heart-rending conditions of the 
workers awakened the sympathies of some public spirited men in 
India. The Lancashire manufacturers also pressed for factory 
legislation in India, because they thought that the absence of it 
placed the Indian manufacturers at an advantage. A Factory 
Commission was appointed in 1875 which led to the passing of the 
first Factory Act in 1881. Under this Act the children got a 
limited protection. But the adult labour continued to suffer, No 
child was to be employed below the age of se y gn and the number 
of hours for them were fixed at jpdaa, Tliere was a provision for 
four holidays in a month and proper rest interval^- Fencing of 
dangerous machinery was not provided nor the reporting pf accidents* 
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In the absence of proper factory inspection the Act remained almost 
a dead letter. - 

Factory Act {1891). The Act naturally did' not satisfy the 
workers or their sympathizers. The adult workers had to work 
from sunrise to sunset even on Sundays, and the holidays were 
devoted to the cleaning of machinery. They did not get any tame 
even for meals. Another Factory Commission was appointed in 
1890 and, on their recommendations, the second Factory Act was 
passed in 1891. According to this Act, the minimum age for em¬ 
ployment of children was raise d to nipe. and hours of work for those 
between the ages of nine and fourteen were reduced to seven. No 
woman was to work between 8p. m. and .5 a- JD- Aud the maximum 
number of hours for them were fixc.cL..at..il y?ith-An.intervaL^if 
U hours . Other provisions were : hglf_an bourns compul|t)ry rest 
daily, and a weekly holiday. The Act applied to Factpri^..employ- 
ing 50 pefB onR r . aB against 100 persons in the first Act, and the local 
Governments were empowered to apply it by notification even to 

Factory Act (1911). For the next 20 years no step forward 
was taken in the matter of factory legislation. In 1906, the Freer 
Smith Committee and in 1907 a Factory Commission inquired into 
the working conditions; and they referred to the evasion of the 
previous factory laws. This led to the passing of the Factory Act 
of 1911. Its principal provisions were: L2 ho urs the pi axiipp pi 
limit f or m en and 6 for children^reguiations to" ensure safety and 
heattETand to make inspection "more effective by providing penalties 
for breaches. 

Factory Act (1922), The First World War had awakened among 
the workers a new consciousness of their importance and solidarity. 
There was insistent demand for reduction of hours. The Factory 
Act w r as amended in 1922. 

This Act applied to factories employing 20 persons, prohibited 
the employment of children under 12 apd in two factories on the 
same day, fixed (> hour day for those between 12 and 15 years of 
age, and a half-hour interval "aft or four hours' work. It limited 
the hours of adult workers to 60j)er v^ekand Women 

were not to work "between 7 p. m. and It contained 

provisions relating to compulsory rest intervals, a weekly holiday, 
measures for health and safety and for controlling excessive artificial 
humidification in the interest of worker's health* 

Minor amendments were made by the Acts of 1923, 1926 and 

1931. 

Factory Act (1934), The working of the Factory Acts revealed 
their shortcomings and the labour leaders and the social reformers 
agitated for bringing the factory legislation in India in line with 
those in advanced countries. The Royal Commission on Labour was 
appointed in 1929. It conducted a comprehensive inquiry into the 
various labour problems of India. A crop of legislative measures 
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resulted from their recommendations. The factory legislation was 
overhauled by the Indian factory Act qfjjflft According to this 
Act, no child between 12 and 15 years was to work for more than 
$ hsws $ day and non-adult workers between the ages of 12 and 
17 had to produce a certificate of fitness. In the case of adult 
workers the maximum number of hours was limited 
or 54 mtb&jMadk. There is a provision for a weekly holiday and 
a rest inteiyal after 6 hours’ continuous work, The seasonal 
factories were permitted to work 11 hours a day or GO hours per 
week. The factories can be called upon to adopt cooling measures 
tor the comfort of the worker. They have to provide adequate 
water supply, a shelter for rest, suitable rooms for women and 
children and adequate first-aid equipment. The Act also limits 
overtime working and provides for extra piy for the overtime put 
in. There are provisions for the security of factory structure, 
limits were imposed on the power of Local Governments in granting 
•exemptions. 

An amended Act passed in March (1946) reduced the weekly 
hours of work to 54 for seasonal and $£for perennial factories. 

Factory Act (W48). The Factory Act of 1934 was amended m 
a comprehensive manner by the passing of the Factory Act of 1948. 
The Act of 1934 left many vital matters to the rule-making 
powers of the Provincial Governments. All the minimum xequire- 
rnents, particularly relating to health and safety, have now been 
embodied in the Act itself. There is a"’provlsT'oiTof a minimum 
standard oi50O cubic feet of space per worker m the case of new 
factories, effective arrangements for the supply of wholesome 
drinking water and the provision of lunch rooms for the physical 
comfort of the workers. A canteen is compulsory for a factory 
employing 250 workers or more. 

There is a provision for compulsory licensing and registration 
of factories. Previous permission has to be obtained for the 
construction and extension of any factory and specifications have 
to be approved. 

The daily and quarterly limits of overtime have been fixed 
and the extent of the annual leave with pay has been raised from 
30 days per year to one day for eveiy 20 days of work in the case 
of an adult and to one day for every 18 dajs of work in the case 
of a child. The distinction between seasonal and perennial factories 
ha§ been removed. 

-"It provides for employment of welfare officers in factories 
employing 500 or more workers. 

The maximum weekly hours of work have been fixed .af 48. 

No child can be employed in the factory till he has completed hisT 
/“ourteenth year. Those between f4 and *15 have to be treated as 
children. Hours of work for children have T5een reduced to 4$. 
Every year the children have to be medically examined. 
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The Act also imposes penalties on workers for breaches of the 
Act, They can be imprisoned if they wilfully mishandle machinery 
end fined if they spit except in the spittoons, , 

The Act is made applicable to factories employing 10 or more 
in power-driven factories and to factories employing 20 or more in 
other cases. The provincial Governments are empowered to apply 
it to any factory irrespective of the number. 

8 Legislation for the Mines. A separate set of laws was 
passed to regulate working conditions in the mines, ^ 

The first Act, which was passed in 1901, only contained provi* 
sions relating to safety and inspection, but was silent about the 
hours of work. 

The Act of 1923 fixed 60 hours per week for workers above 
ground and 54 for underground workers, but the number of daily 
hours was not limited which was done by the 1928 Act when a 
.maximum of 12 hours per day was fixed. 

As a result of the adoption of a Draft Convention in 1931 by 
the International Labour Conference and recommendations of the 
Labour Commission, the Indian Mines ( Amendment) Act was 
passed in 1935. It prohibits the employment of any person in 
mines for more than six da^ s in a week. For the workers above¬ 
ground, the maximum number of hours is 54 per week or 10 per 
day and 9 hours for those underground. No child under 15 years 
can be employed in a mine. It also provides for the recording of 
accidents necessitating absence for more than seven days. Women 
cannot be employed underground. This provision was relaxed for 
the duration of war in coal-mines due to shortage of coal. Rules 
framed in 1936, 1937 and 1939 provide for taking strong measures to 
ensure safety. Mines Boards have been set up with the object of 
regulating conditions relating to general health of the mine-workers 

A Coal-Mines Labour Welfare Fund Act has been passed which 
empowers the Central Government to levy a cess on coal from 4 as. 
to 8 as. per ton. A part of the proceeds has to be spent on workers’ 
housing. 

A Bill providing for provident fund for workers in coal-mines 
was passed in August 1948. The employers are to contribute a sum 
equal to one anna in the rupee of the basic pay of the workers. A 
similar contribution is to be made by the workers. 

9. Some other Labour Laws. Besides the laws mentioned „ 
above, there arc several other laws relating to labour of which the 
following deserve special mention :— 

Payment of Wages Act , 1936 . Although it applies to railways 
and factories, yet its operation can be extended to tramways, 
quarries, inland vessels, plantations, etc. The maximum wage-period 
has been fixed as one month. Concerns employing less than 1,000 
persons must pay the wages before the expiry of the seventh day 
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alter the last day of the wage-period, and those employing more 
than 1,000 before the tenth day after the expiry of the wage-period. 
Jn ease of termination of services, all amounts due must be paid 
before the expiry of the second working day after such termination. 
The permissible deductions from pay include fines for damage or 
loss of goods expressly entrusted to the employee, payment for 
housing accommodation, recovery of advances or adjustments of 
ov^r-payments, for income-tax, contributions to provident fund, 
postal insurance, co-operative dues, for any order of a court of law, 
etc. No deductions are permitted for damage to material in course 
of manufacture* The total amount of the fine in the wage-period is 
not to exceed half an anna in the rupee and the amounts realised 
must be spent on purposes beneficial to the workers. 

Workmen’# Compensation Act . Up to 1923 an employer could 
be sued in a court of law under the Fatal Accidents Act 1885 in case 
of death by accident. But the law was practically a dead letter. The 
first Compensation Act was passed in 1933. It provided for a com¬ 
pensation to be paid to the employee in ease the accident occurred 
during, and in course of, employment. Amending Acts were passed 
in 1926, 1929, 1931 and 1933 The amount of compensation in 
case of a fatal accident depends upon the average monthly wages of 
the deceased, and, in case of injury, on the monthly wage and the 
extent of the injury. For those getting less than Rs. 10 p.m. the 
compensation in case of death is Rs. 500, for permanent disablement 
it is Rs. 700, and for temporary disablement the wage and a half. 
When the monthly wage is between Rs. 50 and Rs. 60 the 
corresponding figures are Rs. 1 800, Rs. 2,520 and Rs. 15 p. m. 
The amounts of compensation for persons earning over Rs. 200 
are Rs. 4,000, Rs. 5,000 and Rs. 30 p.m, respectively. In the case 
of minors, the compensation for death is Rs. 200, for permanent 
disability Rs. 1,200, and for temporary disablement half the wage. 
To safeguard the interests of the dependants all fatal accidents 
have to be brought to the notice of the Commissioner and the 
amount of compensation has to be promptly deposited with him 
when the employer admits the liability, and in case he does not, the 
dependants are informed accordingly. 

Maternity Benefit Legislation. How unsympathetic the Indian 
legislators were to the cause of women can be gathered from their 
rejection in 1924 of a Maternity Benefit Bill moved by Shri N. M. 
Joshi. After five years, however, the Bombay Government passed 
the Maternity Benefits Act which was substantially amended in 1935. 
Such Acts have now been passed in almost all States, and they apply 
not only to factories but also to plantations and mines. These Acts 
provide for compulsory rest and a cash benefit for a certain period 
before and after child-birth, subject to the condition that the 
employee has put in service for a period varying from six months 
to a year. During the period of this cash benefit, the employee 
concerned cannot take up service elsewhere. 
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Plantation Labour Lawa 1 . The Assam Labour and Emigration 
ct was passed in 1901. It regulated the recruitment and employ¬ 
ment of indentured labour in Assam and subjected the worker to 
penal contracts. It involved a form of slavery and was, therefore, 
an eye-sore to all self-respecting Indians, The principle of inden¬ 
tured labour was withdrawn in 1915 and penalties fox breach of 
contract were done away with in 1927. In pursuance of the recom¬ 
mendations of the Royal Commission on Labour, the Tea Districts 
Emigrant Labour Act wai passed in 1933. it aims at exercising 
necessary control over recruitment in the interests of emigrants to 
tea gardens. The emigrants have the right to bo repatriated at the 
employer’s expense after the first three years of service or even 
within one year if the work is not suited to their personal capacity 
or for any other sufficient reason. Persons under 16 years unaccom¬ 
panied by their parents or guardians and a married woman without 
her husband’s consent cannot be recruited. 

10. Social Insurance. Almost all the advanced countries have 
provided for insurance against sickness and unemployment and have 
made arrangements for old-age pensions on a contributory basis. 
But in India it remains still a far-off ideal in spite of the Inter¬ 
national Labour Conventions adopted in the matter. The matter 
relating to sickness insurance did at one time engage the attention of 
the Government of India. But on account of practical difficulties, 
administrative and financial, it did not appear to he feasible to 
introduce any form of social insurance. Sometimes the employers 
put forward the plea that the industry cannot bear the additional 
cost which such schemes must involve and that the workers do not 
like to contribute There is not much substance in these arguments. 
Such costs should be considered as essential costs and not 
“additional” costs, and the industry must bear this expense. As for 
the workers, when they come to understand such schemes, they will 
be only too glad to contribute. This will help in building up a 
permanent wage-earning class and diminish absenteeism and turn¬ 
over. The Government of India have now prepared a scheme of 
social insurance and obtained for the purpose the assistance of two 
experts from the International Labour Office. 

11. Employees’ State Insurance. Employees’ State Insurance 
Bill was passed by the Dominion Parliament in its budget session 
held in 1948. The Bill provides for sickness, maternity and accident 
benefits for all workers employed in factories. The Government 
have, however, betn empowered to extend the scheme to other 
establishments, industrial, commercial, agricultural or otherwise. 

Before a worker could qualify himself for sickness benefit, it has 
been provided that contributions should be paid for a period of 
six months, and that in return for such contributions the Workers 
would be entitled to benefits in a subsequent period of six months. 

1. For a history of tea plantations labour legislation see S.M. Akhtar’s 
Ermgnml Labour to Assam Tea Gardens % 1939. 
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The minimum number of weekly contributions, that must have been 
paid by the workers has been fixed at 12. 

The number of contributions with regard to maternity benefits 
, is also 12* The maternity benefit per day is 14 annas. 

The 1 contributions are payable not only in respect of weeks 
during which the employee rendered service and received wages, 
but atso in respect of weeks during which he was on authorized leave 
or was unable to work because of a lock-out or legal strike, with 
the further qualification that in respect of legal strike, contribution 
would be payable only if wages were paid either in part or in full* 
The employee's contribution would be recovered only from the wages 
due for the period to which the contribution related. 

The workers with a monthly income of Rs. 260 and below 
would all receive approximately seven-twelfths of their monthly 
earnings by way of sickness or disablement benefit. 

In regard to medical care and attendance to families of insured 
persons, it has been provided that if a provincial Government was 
in a position to provide for medical care and treatment not only for 
the insured worker but also for his family, and if the corporation was 
in a position to bear the extra expenditure, then the benefit would 
be extended to the family of the insured person also. The maximum 
period for which sickness benefit is payable has been prescribed a® 
eight weeks in a year. But as soon as circumstances permit, the 
corporation is asked to make use of its power to extend tbe period 
of benefit. 

The provincial Governments were expected to contribute about 
one-third of the cost of providing medical care and treatment. It 
was expected that the standard of medical care and treatment for 
insured workers would be such as would cost about Rs. 6 per year 
as against the per capita expenditure today of 6 annas. So far as 
the Central Government is concerned, it would make a grant equal to 
two-thirds of the administrative expenses for a period of five years. 

The scheme will be administered by a corporation to be known 
as the Employees 1 State Insurance Corporation with the Labour 
Minister of the Central Government as the Chairman and the Health 
Minister as the Vice-Chairman. Both the employees and the 
employers will have five members each on the Corporation. 

As the Labour Minister himself admitted in Parliament, the 
measure was only a modest beginning in the direction of social 
insurance. He also disclosed that the Government were working 
on plans for starting employment insurance and provident fund for 
the employees. Be expressed the hope that it would be possible 
before long not only to bring a much larger proportion of employees 
within the scheme but also to enhance the period of the sickness 
benefit and make provision for medical treatment to families of 
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12. Legal Minimum Wages It is sometimes argued that increase 
m wages win be squandered away in drink and other ill-advised 
expenditure* or that it will induce the worker to have* some holiday 
and thus add to the already high degree of absenteeism, or that it 
will be neutralized by increase in population. Further, that a higher 
scale will be beyond the capacity of the industry to bear so that the 
country's industries will be beaten in international competition. 
But these arguments cannot stand even a cursory scrutiny. No 
doubt a sudden and large increase in earnings may result in some 
foolish expenditure. But if the higher scale is maintained this folly 
will be only a passing phase and if the increase is gradual there will 
be no danger of foolish expenditure at all being indulged in. It will 
lead to improvement in standard of living, and the desire to maintain 
that standard will keep the population down. It is too late in the day 
to appeal to exploded theories of population or wages. To say that 
increase in wages will lead to absenteeism is to misunderstand the 
psychology of labour, for it means the satiety point with respect to 
earnings has already reached which is simply ludicrous. As for the 
industries 5 capacity to bear the proper scale of wages, it may be said 
that if the industry can only survive when labour is exploited, the 
sooner it goes down the better. To expect the weak shoulders of the 
workers to prop up such an industry is inhuman and detrimental to 
the interests of the nation at large. All objections to increase of 
wages must be brushed aside. 

It is recognized in all advanced countries that it is desirable 
to maintain certain minimum standards of life. Thus a minimum 
wage-fixing machinery has been set up to provide for a .minimum 
wage, particularly in 4 ‘sweated 55 trades where the workers are hope¬ 
lessly unorganised and are, therefore, in a helpless condition. The 
International Labour Conference held in 1928 adopted a convention 
in this connection. The Royal Commission on Labour in India also 
suggested an investigation into the feasibility of setting up a mini¬ 
mum wage-fixing machinery. 

Minimum Wages Act (1948). This overdue reform has now been 
effected. The Minimum Wages Act was passed according to which 
minimum wages are fixed in certain selected industries and trades. 
These trades are those in which conditions of sweated labour exist 
and labour is being exploited. These include plantations, rice 
flour mills or oil mills, tanneries, motor transport, road comstruction 9 
building operations, etc. 

The object of the Act seems to be to ensure to the poorly paid 
workers a minimum living wage in employments where workers* 
organisations have not fully developed and where consequently their 
bargaining power is weak. 

The Act is intended to protect men, women, children and 
adolescent workers and apprentices working both in the home and 
in factories. Even clerical workers have been included due to 
absence of organisation among them. 
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' The scope of the Act seems, however, to be too narrow. It 
excludes many regulated and unregulated industries where wages are 
extremely low and where sweating is common e.g., coir and coir mat 
manufacture, furniture making, potteries, bangle manufacture, etc. 
There are certain regulated industries like jute and cotton ginning 
and bailing, silk manufacturing and coal-mining where the condi¬ 
tions are pretty bad, but the Act makes no mention of them. The 
Provincial Governments are, however, empowered to add to the list 
of industries mentioned in the Act after giving at least three months’ 
notice. Instead of giving a list of industries it would have been 
better to lay down that it would apply to all unorganised or poorly 
organised workers. 

The Second Schedule covers agricultural workers. But owing 
to illiteracy of both employers and employees, lack of uniformity of 
methods of wage payments and peculiar nature of the employment, 
it seems very difficult to enforce minimum wage legislation 

Another serious limitation of th& Act is that minimum wage 
rates shall not be fixed by the Provincial Government unless at 
least 1,000 employees are engaged in an industry. There are several 
industries in various Stales where the number is less than 1,000, 
A large number of small-scale and unregulated industries, where the 
need for fixing minimum wage is most urgent, have been excluded 

The machinery provided in the Act for fixing minimum wages 
is not quite satisfactory. What is needed is a permanent Board or a 
Committee in each indu stry for fixing and rivising the wage rates. On 
the committees provided in the Act the Government is empowered 
to nominate equal number to represent employers and employees. 
But in order to ensure that they are true representatives the 
parties concerned should be given the right to recommend names. 

The Act does not define the minimum wage. The Bill proposed 
by the Cochin State defines it as “a wage which is not less than 
sufficient to maintain a well-conducted employee of average health, 
strength and competence and his wife and family of three children 
in a fair and average standard of comfort, having regard to the con¬ 
ditions of living prevailing among employees in the calling. 

The Act simply lays down that the minimum wage fixed by the 
State may consist of a basic rate plus special allowance to cover cost 
of living plus cash value of the concessions if any. 

13* Fair Wages The question of fixing fair wages has been 
. engaging the attention of the Government and labour representa¬ 
tives for some time. A Fair Wage Committee was appointed to go 
into the question as the outcome of Industrial Truce Conference 
held in 1947, On the basis of the recommendations of the Com¬ 
mittee a Fair Wages Bill was drafted which was finalised by the 
Union Cabinet in June 1950. According to the draft Bill a fair 
wage has been defined as “something more than the minimum wage 
but less than a living wage.” A minimum wage is intended to 
provide bare subsistence for preserving efficiency of tike worker* A 




INDUSTRIAL LABOUR 


341 


living wag© provides, besides bare subsistence, something to main¬ 
tain health and a reasonably decent standard of living, A fair wage 
is something between the two. Besides barcTsubsistence, it is intended 
to provide a reasonable amount of comfort but less than what a 
living wage would ensure. 

The level at which fair wage is to be fixed depends on the level 
of national income, the current rate of wages and efficiency of labour* 
The Bill provides for the creation of a Board for the determination 
of a fair wage. For this purpose the Board has to take into con¬ 
sideration factors like the degree of skill required for the work, the 
strain and fatigue involved, the training and experience of the ' 
worker, the responsibility to be undertaken, the mental and physical 
requirements for doing the work, the disagreeableness or otherwise 
of the work, and the hazard involved in the work. The fair wage 
fixed may consist inter alia , of a basic rate of wage and a cost-of- 
living allowance at a suitable rate. 

It should be, however, borne in mind that a sound wage 
policy must be compatible with the objective of full employment ; at 
any rate it must employ as many of the employable as possible. It 
should promote the greatest happiness of the greatest number. A 
fair wage is not only a humanitarian objective but also an economic 
necessity. But it is necessary to ensure that it has no adverse re¬ 
percussions on income distribution and the rate of capital accumula¬ 
tion in the community. Also, if the objective of full employment* 
is to be realised it will be necessary to see that the fiscal, monetary 
and price policies are in tune with the sound wage policy 

14. Wages and Cost of Living. The standard of living of the 
Indian worker has never been consistent with human dignity* 
Even the prisoners get a better diet, and cattle in the West are 
better housed. The Indian worker’s diet is meagre and unbalanced, 
clothing shabby and insufficient and his house a mere hovel. Of 
relaxation and recreation he cannot even dream. But for illiteracy 
and ignorance, the limit of toleration would have reached long 
ago. If Indians had not been fatalists, there would have been a 
revolution by this time. At the International Labour Conference 
in 1929, Shri N. M. Joshi observed, “Just and humane conditions 
are still in India a far-off ideal, and if evolution is too slow, the 
attractions of revolution are great.” We may add oui own warning 
in the words of a poet : 

0 masters, lords and rulers in all lands, 

How will the future reckon with this Man ? 

How answer his brute question in that hour, 

When whirlwinds of rebellion shake all shores ? 

When the dumb terror shall rise to judge the world, 

After the silence of the centuries ? 

EDWIN MARKHAM. 

Sine© 1939 the earnings of workers have gone up, but have the 
real earnings gone up 1 Average earnings per head have risen from 
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Jta. 287.5 in 1939 to Rs. 728*4 in 1948. But the cost-of-living index 
has gone up to 292 (1939*= 100) The real average earnings have 
therefore gone down from Rs. 287 5 in 1939 to 249*5 in 1948*, The 
worker is thus worse off. Something must be done to improve his 
lot and secure for him a larger share in the national income. 

15% Industrial Disputes For industrial progress and pros¬ 
perity maintenance of preaeeful relations between labour and capital 
is of the first importance. Industrial conflict means a loss, both to 
the employers and the employees even when the latter scores a 
victory. It is also harmful to the community in general. There¬ 
fore, every effort is made in advanced countries to maintain in¬ 
dustrial peace. 

For a long time in India there was no industrial unrest. Al¬ 
though modern industry began to grow in India in about the 
middle of the last century, yet for nearly half a century no dis¬ 
pute of importance look place. Whenever a dispute did take 
place, the employers came out invariably victorious. They were 
alb powerful and they could easily import blacklegs in case the 
workers “downed” tools, fhe workers, on the other hand, were 
hopelessly unorganized and absolutely inarticulate. The use 
of strike as a weapon to fight the capitalists was yet unknown. It 
was only in the present century that the workers became class- 
conscious. But even then, up to 1919 the disputes between labour 
and capital were only sporadic. 

During World War I, there was intense industrial activity and 
abnormal profits were earned, in some cases more than 200 per 
cent. The war had also made the workers conscious of their rights 
and they were prepared to fight for them if necessary. The influ¬ 
enza epidemic of 1918, which took a toll of about eight million 
people, thinned their ranks and made them feel their strength. The 
year 1919 saw the outbreak of industrial strite on an organized 
scale. Concerted strikes took place in textile mills in Bombay, 
Ahmedabad and Kanpur. A move to make a wage-cut in 1923 in 
Ahmedabad led to a big strike. Bigger strikes came in 1924. The 
year 1925 was still worse. A move to make a wage-cut of 12^% 
ted to a general strike lasting for two months in winch the workers 
put up stubborn resistance against an attack on their ' wages. The 
next two years were relatively calm. 

In 1928, there was an outbreak of industrial conflict of unprece¬ 
dented intensity. Revolutionary and extremist elements had 
infiltrated into the workers’ organizations pledged to destroy the 
existing capitalistic structure. All mills in Bombay were affected 
and stopped work for more than six months. There were other 
strikes, too, in some railways at Jamshedpur, Sholapur and Kanpur. 

1$. Legislation for Prevention and Settlement of Disputes* 

Again, in 1929, there was a general strike lasting for about six months. 

1. Eastern Economist* Delhi, Dec, 31, 1948, 
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The years 1028 and 1929 were the worst years from the point of 
view of industrial disputes. They alone accounted for a loss of 43*8 
million working days as against 40 4 million working days in the 
preceding seven years. Between 1930 and 1933 comparative calm 
prevailed on the labour front. On account of widespread un¬ 
employment due to the Great Depression labour was not Strong 
enough to launch strikes. 

The following table gives an idea of the various aspects of the 
industrial disputes during the ten years 1939-48 1 : — 
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Trade Disputes Act (1929). As a means of dealing with indus¬ 
trial disputes, the Trade Disputes Act was passed m 1929. Any dis¬ 
pute or apprehended dispute can, under this Act, be referred to a 
Court of Inquiry or a Board of Conciliation by the Government of 
India in case of railways or concerns under Centra] Government, and 
by Provincial Governments when the concerns fall under their sphere. 
The Court of Inquiry is to be composed of an independent chairman 
and other independent persons or only one independent person. 
The Court is asked to investigate and report. The Board of Concilia¬ 
tion is to consist of one independent chairman and two or four other 
members representing equally both the parties and nominated by 
them. The Board tries to settle the dispute. The verdict of these 
bodies is not binding on the parties. 


I, Indian Labour Fear Book, 1948-4i, p, 140 
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There are special provisions relating to public utility services, 
Le , Posts and Telegraphs, railways, tramways or undertakings 
supplying water, light, etc. For the employees of such services to 
go on a strike without giving 14 days’ notice is a penal offence. 

The Act provides for the appointment of Conciliation Officers 
to promote the settlement of a dispute. Strikes and lock-outs which 
are calculated to inflict severe and general hardship on the community 
and are declared for a purpose other than, or in addition to, the 
furtherance of a trade dispute in the industry are illegal 

Bombay Trade Disputes Conciliation Act {1934), As a result of 
the report of the departmental enquiry instituted by the Bombay 
Labour Office, the Trade Disputes Conciliation Act was passed in 
Bombay in 1934. It provided for the appointment of a Labour Officer 
to look after the interests of the workers in cotton mills and to re¬ 
present their grievances with a view to getting them redressed. 
There was also a provision for the appointment of a Commissioner 
of Labour to act as an ex-officio Chief Conciliator in cases where the 
Labour Officer did not succeed. 

But the inauguration of provincial autonomy saw the re¬ 
crudescence of industrial strife. The coming into power of popular 
Ministries raised high hopes among the workers who thought that 
the time had come when all their grievances, real or imaginary, 
would be redressed In three years, 1937-39, there were 1,184 
disputes as against 3,039 in seven years since 1930. 

Bombay Industrial Disputes Act {1938). In 1938, in Bombay 
was enacted the Bombay Industrial Disputes Act. According to this' 
Act, strikes and lock-outs are illegal until the whole machinery for 
conciliation and arbitration of the dispute has been made use of. 
Conciliation has to be attempted before the dispute occurs and not 
after. The Act also provides for the setting up of an Industrial 
Court with a High Court Judge as its chairman. The Court 
arbitrates on matters connected with a dispute and acts as a final 
court of appeal on various matters arising out of the working of the 
Act and interprets agreements, awards, etc. 

After the outbreak of World War II several strikes occurred. 
The workers put up claims for a share in abnormal war profits. 
Lest it should affect 1 he war effort it was felt necessary to devise 
some machinery to avoid strikes and lock-outs. With this object 
in view, Rule 81-A of the Defence of India Rules was issued in 
January 1942. According to this rule, the Central Government 
and Provincial Governments had the power to issue an order 
prohibiting strikes and lock-outs, requiring employers to observe 
certain condP'ons of employment, referring to the Government a 
dispute for conciliation or adjudication and enforcing the award of 
the authority to which the dispute was referred. 

Industrial Disputes Act {1947). The next step was the passing 
of the Industrial Disputes Act of 1047. It provided for several 
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methods for settling disputes. There was a provision for the 
appointment of Conciliation Officers by the Provincial Governments. 
In case the Conciliation Officer failed to resolve the dispute, a 
Conciliation Board could be appointed with an independent chairman 
and two or four members. A Court of Inquiry could also be 
appointed to collect the necessary facts about the dispute and to 
report within a specified time. 

The Act embodied the principle of compulsory arbitration. A 
provincial Government can refer the dispute to a Tribunal for 
adjudication and enforee its award in part or whole. 

No strike or lock-out is permitted during the pendency of 
conciliation or adjudication proceedings. Very stringent regulations 
have been laid down about strikes in public utility services includ¬ 
ing all basic and essential industries. There are strict penalties 
for illegal strikes. Political and sympathetic strikes are, however, 
not prohibited. 

The Act provided for the establishment of Works Committees 
in industrial establishments employing 100 or more persons. These 
committees are intended to iron out day-to-day differences between 
the management and the employees. 

The year 1948 will go down in the history of industrial relations 
as a very eventful year. At no previous time was so much 
attention paid to the amelioration of the conditions of labour. A 
determined effort was made to place Labour-Capital relations on a 
satisfactory and stable basis. An Industrial Truce Agreement was 
reached between the representatives of the employers and the 
employees meeting under the auspices of the Central Government 
in Delhi on 15th December, 19i7. It called upon Labour and 
Capital to observe truce for three years. To implement it a 
conference of Provincial Labour Ministers was held in May, 1948. 
This conference decided to set up Tripartite Advisory Committees 
at the Centre and the Provinces, with the Central Advisory Com¬ 
mittee as the pivot of the entire truce machinery. It was also 
decided to set up Expert Committees to determine Fair Wage 
and Fair Return on Capital. A Housing Board was also set up 
to implement the decision of the Central Government to build 
10 lakh houses in 10 years. Employment Exchanges and the 
Training Centres set up by the Labour Ministry were placet^ on 
a permanent footing. 

The Expert Committee on Fair Return on Capital has recom¬ 
mended that after allowing depreciation on income-tax basis and 
then placing 10% of the net profits in the reserve fund, 6% on 
capital employed (t. e , the paid-up capital plus all reserves, held 
for business purposes) should be a fair return on capital. Of the 
surplus above it, 50% should be distributed among labour and 
60% should go to augment dividends. 
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In pursuance of the Industrial Truce resolution Works Commit¬ 
tees were set up in the various Provinces and States. It seems to 
have resulted in a substantial improvement in relations between 
Labour and Capital. As a result the number of man-days lost 
decreased : in 1947—1,380.000; 1948—653,000; 1949—541,000, 

The number of disputes in 1949 was 920 as against 1,259 in 1948 
and 1,811 in 1947. In the first six months of 1950 the number of 
disputes was 557. 

17. Industrial Relations Bill, 1950* It seems that the Indus¬ 
trial Disputes Act of 1947 has not succeeded in improving industrial 
relations. Its provisions have" proved too weak to enforce the 
settlements and awards of the industrial tribunals. The object of 
the new Bill is to enact a comprehensive legislation on the subject. 
It is also intended to ensure uniformity of principles of labour laws 
in all States. 

Among other things, the Bill provides for a number of authori¬ 
ties including registering officers, Works Comraitees, Conciliation Offi¬ 
cers, Commissions of Enquiry, and a hierarchy of court. In some 
quarters doubts have been expressed about the wisdom of creating 
a multiplicity of agencies and a system of courts parallel to the 
civil judiciary. As in civil judiciary, the final decision may be in¬ 
ordinately delayed. The Bill will provide enough' opportunities for 
enterprising lawyers. Instead of speedy settlement of disputes there 
may be prolonged litigation. 

There is also a provision that the award of the Industrial Court 
may be modified or set aside by the concerned Government. 
Here politics may come in. Government interference will 
undermine the prestige of these courts. 

Instigation or furtherance of an illegal strike or lock-out has 
been made a cognisable offence. This may bring the Press and 
well-intentioned outsiders to trouble. Penalties have been provided 
for violation of the provisions of the Bill both by the employers and 
the employees. An employee joining an illegal strike will forfeit 
wages, leave, bonus and employers’ contribution to the provident 
fund. In case of illegil lock-out the employee is eligible for double 
the benefits of normal employment. 

In case a trade union fails to abide by the terms of the settle¬ 
ment-, its recognition is liable to be withdrawn. No employee in 
continuous employment can be dismissed unless an opportunity is 
afforded to him to give his explanation. The services of surplus 
employees can, however, be terminated by giving one month’s 
notice. 

The Bill also provides for control by the Government over 
certain undertakings, and profits and losses during control are to 
be credited or debited to the undertaking. This control is to be 
exercised when an employer fails to implement an award, 
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Although the Bill recognises the worker's right to strike, yet*it 
aims at preventing unnecessary and illegal strikes and lockouts and 
prohibits them during the period the dispute is subject to con¬ 
ciliation or adjudication. Sympathetic strikes have been declared 
as illegal. Go-slow policy has been declared an illegal strike. Strikes 
in public utilities are illegal and the term 'public utility 5 has been 
given a wide definition. Thus the right to strike has been seriously 
circumscribed. This makes the Bill unacceptable to trade unions. 

The workers are entitled to three-fourths of the average pay fot 
the period of strike provided it is not an illegal strike. This clause is 
very favourable to the workers. 

As compared with the existing legislation this Bill provides 
much wider scope for the parties to carry on conciliation and 
negotiation. 

In order to encourage collective bargaining the Bill provides 
for setting up of a 'certified bargaining agent*. Arbitrate on *must be 
accepted if collective bargaining fails. 

Instead of fines etc., provided in the existing legislation, the 
Bill provides for more drastic punishment like imprisonment for its 
violation. 

In case of a bona fide retrenchment there is a provision for 
payment of gratuity at the rate of half month’s wage and dearness 
allowance for each year of service. 

These provisions are very wholesome and should go a long way 
in satisfying labour and smoothing capital-labour relations. But 
there are some provisions which are defective and should be 
amended. Employers have been given a free hand in retrenching 
their employees. This right should be suitably restricted. According 
to the Bill, Civil Servants have not the right to strike and chaprasis 
have been called civil servants. This restriction is against the 
San Francisco 1948 l.L.O. Convention which denies the right to strike 
only to the military and the pol : ee. The distinction between ‘civil’ 
and 'non-civir should go. 

Section 2 (19) of the Bill lays down that dismissal for a good 
cause cannot he deemed to be a labour dispute. But who is to 
judge whether the cause is good or bad ? Similarly, the Bill says 
that surplus labour can be retrenched. But who is to judge whether 
labour is really surplus ? 

Fifteen per cent membership for a federation of unions and 30% 
for a union for becoming a ‘certifying agent' is too high a percentage. 

The Bill declares ‘go-slow* as illegal The workers regard this as 
a matter of mere suspicion and they protest that they are not less 
patriotic. This provision is unnecessarily offensive and should be 
scrapped. 

The position of bonus is not clearly defined in the Bill, The 
employers do not regard it as wages. But in the absence of profit* 
Sharing, bonus must be regarded as deferred wages. 
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The workers’ organisations have vehemently opposed the Bill 
mostly cn the ground that the principle of compulsory arbitration 
is a denial of the right to strike. It should, however, be remembered 
that so long as the workers' movement remains for them and not of 
them. The Government must do all it can to avoid prolonged and 
unnecessary dispute which must hit them the most. The workers 
also object to the employer’s right of retrenchment and dismissal. 
The employers, on the other hand, are opposed to the Bill as it 
provides for State control of industries and grants allowance to the 
workers during period of strike. They also criticize provision re¬ 
garding Standing Orders. Thus both sides oppose the Bill. It only 
means that the Bill has tried to keep the balance between the 
contending parties. 

But the Bill certainly marks an improvement on the existing 
legislation in certain respects. It is only right that in case of a 
dispute in public utilities it should be referred to adjudication. The 
right to appeal agiinst the decisions of labour courts is a wise pro¬ 
vision. The procedure to be followed in a dispute represents a 
positive attempt to develop mutual relations and further negotia¬ 
tions between the parties. 

18. Trade Union Movement in India. Up to the end 

of the war of 1914-18, Indian Labour was practically unorganized* 
In 1875, Mr. Sorabji Shapurji Bengali, drew the attention of 
the Government to the miserable lot of the workers. But the 
first important step towards organizing labour was taken by Mr. 
Lokhande in connection with the agitation for the amendment of 
the first Factory Act. He laid the foundation, in 1890, of the 
first organization of labour, viz the Bombay Mill Hands Association. 
But it was a loose organization formed simply for presenting a 
memorial to the Government. The Amalgamated Society of Rail¬ 
way Servants of India and Burma was formed in 1897 with func¬ 
tions more fraternal than militant. Of the organizations formed 
in the beginning of the present century, mention may be made of 
Printers’ Union, Calcutta, 1905, Bombay Postal Union, 1907, and 
the Kamgar Hitwardhak SabhainlfilO This latter was composed 
of a body of social workers to plead the cause of the workers. It 
was for them and not of them. 

The first World War was responsible for mass awakening. See¬ 
ing that the capitalists were reaping a rich harvest of war profits 
the workers wanted their own share, especially when the cost of 
living had gone up very high. Discrimination against Indian labour 
in the colonies, the growth of Indian national movement and the 
revolution in Russia were also some of the factors that gave a fillip 
to the Indian labour movement. New ideals came to be preached 
and new aspirations cherished. A spirit of defiance was abroad. 
“With the social mind surcharged with war spirit, political agitation 
and the revolutionary ideal, the labouring classes could no longer 
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remain patient and tolerant under the old social wrongs and new’ 
economic disabilities.” 1 

The credit for forming the first industrial union goes to Mr. 
Wadia who organized in 1918 the textile workers at Choolai in 
Madras and next year the number of unions rose to four With 
20,000 members. Other industrial centres followed suit and formed 
* organizations of local workers. Between 1919 and 1923 scores of 
unions came into existence. Mahatma Gandhi in 1920 formed 
at Ahmedabad a Spinners’ Union and a Weavers’ Union. 

These early unions were, however, mere strike committees and 
evaporated as soon as their demands were fulfilled. They seldom 
gave notice of a strike, could sometimes hardly formulate any 
grievances, and would often shift their ground or put forward 
extravagant claims. Further, the unions were isolated from one 
another without any solidarity among them. 

Soon a movement for co-ordination set in. The necessity of 
electing delegates for the annual International Labour Organization 
gave some impetus to this movement. The local unions were federaliz¬ 
ed, and then Provincial Federations came to be formed. The first 
All India Trade Union Congress - a national federation of all unions— 
was held in 1920. 

Trade Union Act (1926). In the well-known case of the Buck¬ 
ingham Mills in 1920, the Madras High Court issued an injunction 
against the Madras Labour Union for inducing workers to go on 
strike. /This was a bolt from the blue, for the labour leaders 
suddenly realized that they could be prosecuted for bona fide trade 
union activities After about five years’ efforts, the leaders succeed¬ 
ed in getting the Indian Trade Union Act of 1926 passed. This Act 
lays down certain conditions regarding registration of a union. For 
example, 50% of the members of the executive committee must be 
employed m the unit or units covered by the union. Subject to 
this, any seven or more members can apply for registration. No 
person under 15 can be a member of a union. The registered 
unions are not allowed to use their funds for political purposes, 
although they are permitted to have separate political funds to 
which the subscription is purely voluntary The purposes for which 
the funds can be spent have been definitely laid down. They are 
also required to submit annually an audited statement of accounts, 
a copy of the rules and a list of the officers and executive committee. 
Thev have also to provide for the inspection of boobs. But the Act 
confers on registered unions certain rights and privileges. They 
enjoy immunity, both civil and criminal, from prosecution for their 
activities connected with the furtherance of a trade dispute. 

The Trade Union Act was amended in 1948. The amendment 
provides for the compulsory recognition of the trade unions by 
employers under the orders of a Labour Court. 


L Dobs, K. N .—Labour Movement in India, 1923 p- 25. 
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In the beginning the unions Were slow to register themselves 
for there were practically no prosecutions after the Buckingham 
Mill case, and the unions were unwilling to undergo the expense 
of registration and inconvenience of submitting annual returns. 
But this inertia was soon overcome and registration proceeded 
apace. The attitude of the employers using non-registration as an 
excuse for not recognizing a union also acoelcrated the movement 
for registration. 

In 1928-29, Communists and Left-wing radical leaders captured 
the key positions in trade unions. But the subversive activities 
of this extremist element led to the arrest of 31 ring leaders who 
were tried in the famous Meerut Trial. As the result of the report 
of the Court of Inquiry in 1929, which held the Girni Kamgar 
union solely responsible for violence and disturbances, trade 
unionism in India was discredited. When the radical wing captured 
the All-India Trade Union Congress in its tenth session held at 
Nagpur, in 1929, the moderate element under Mr, N.M. Joshi seceded 
and formed the All-India Trade Union federation. The split serious¬ 
ly weakened the trade union movement in India. In 1931, there 
was a further split when the extreme Left-wing leaders, Deshpande 
and Randive, formed the All-India Red Trade Union Congress. 

But althougn efforts at compromise were started in 1931, when 
a Trade Union Unity Committee was formed which put forward a 
‘platform of unity’, yet the gulf was really bridged only in 1938 
through the efforts of Mr. V.V. Giri, Minister of Labour in the Madras 
Government. The provisional agreement was finally ratified* m 1940. 

The outbreak of war led to some secessions, the difference 
centering round the question of the war-effort. The Trade Union 
Congress adopted an attitude of neutrality. The ‘Royists’ (under 
the leadership of Mr. M. N. Roy), who were in favour of all-out 
support for the war-effort, formed their owm. organization, the Trade 
Union Federation. Another important group outside the Trade 
Union Congress is the Hindustan Muzdoor Seva Sangh, an organiza¬ 
tion which aims at organizing labour on the lines laid down by 
Mahatma Gandhi. 

In order to check Communist influences infiltrating into 
the labour ranks, the All-India National Trade Union Congress has 
been formed under the influence of top Congress leaders. This 
new body aims at securing redress of grievances without stoppage 
of work, by means of conciliation, and, failing that, by arbitration 
and adjudication. It wants to adopt means which are peaceful and 
consistent with truth. 

The following table gives an idea of the growth of the Trade 
Unions in India 
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Registered Trade Unions and their Membership ,* 
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The trade union movement m India has made remarkable pro* 
grass in less than a generation In 1927-28 there were only 29 register* 
ed unions whereas in 1947-48 the member of unions rose to 2,666. 
In 1927, 8 unions submitting returns had a membership of 100,619 
whereas 1,628 unions in 1947-48 submitting returns had a member* 
ship of 1,662,299. In few other countries such a rapid progress has 
been shown. The movement is fairly widespread and the trade union 
idea has taken deep roots. The unions are no longer mere strike 
committees. They are now better organized, and are more per¬ 
manent in character. They have acquired a following and a 
prestige and wield enormous influence They have a fairly large 
number of successes to their credit, and have undoubtedly succeeded 
in wresting important concessions and in improving .the working 
conditions. Leaders like Mr. N. M. Joshi and Mr. Gulzari Lai 
Nanda will do honour to any labour organization in the 
West. The International Labour Conventions, the Press, 
public opinion and the Indian national movement have all contri¬ 
buted to the growth and strength of the trade union movement in 
India. 

But our labour movement cannot claim to have come 
as yet anywhere near the standards long ago attained in the 

L Indian Labour Year Book 1948 49, p. 128. 

•Figures of the Punjab not included m 1945*46, 1946-47, and for 1947-48 
as they were incomplete. 

tFiguree for 1946-47 and 1947-48 relate to Province® in Indian Dominion 
and up to 1945*48 they relate to undivided India. 
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West* The trade unions in India can claim as members only a 
small fraction of the total strength of the industrial force. Most 
of the leaders are outsiders - lawyers and other professional men or 
politicians. The funds at their disposal are meagre and they cannot 
afford to support the Workers when on strike. Few unions pay un¬ 
employment, sickness and old-age benefits. Not many unions do any 
welfare work Their fraternal or 4 'mutual help” side is practically 
undeveloped, and they have confined their activities almost exclusi¬ 
vely to the militant functions, t e., getting their grievances redress¬ 
ed and formulating demands for higher standards and bbtter condi 
tions. 

There are certain handicaps from which the trade union move¬ 
ment in India suffers. (1) The labouters are illiterate, ignorant and 
migratory, without an\ permanent interest in industry (9; They 
are unwilling to submit to discipline and unable or reluctant to 
pay subscriptions. (3) Diversities of language, religion and caste, 
and different social customs and habits are serious obstacles in build¬ 
ing up labour solidarity. (4) Their low wages keep them down. 
(5) Long hours of work do not leave any energy in them to take 
interest in the union activities. ‘In the depressed conditions that 
our labour is in, it is idle to expect of them to think of union 
politics. (6) The hostility of the jobbers and the employers has 
been another stumbling block. (7) The leaders have sometimes 
been opportunists and have had their own axe to grind. They often 
quarrel among themselves. Labour lias been frequently exploited. 

Leadership must be developed from within the labour ranks, if 
the movement is to be placed on a stable footing It is hoped that 
as workers with education and intelligence join the factories, it will 
be possible to do so The employers must also adopt a more sym¬ 
pathetic attitude and be easily accessible to their workers. They 
must realize that il a strong union is an invaluable asset in several 
ways and is an insurance against unauthorised, irregular and 
lightning strikes.” 
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CHAPTER XXII , . 

TRANSPORT-RAILWAYS 1 

* I. Importance of Transport “If agriculture and industry 
are the Btody and bones of a national organism communications * 
are its nerves/' 1 Transport and industry are obviously inter¬ 
dependent. The agricultural resources of a country too can neither 
be developed nor properly handled without adequate means of 
transport and communication. India is mainly an agricultural 
country ; 87 per cent of the people live in villages, while 66 
per cent win their daily food from agricultural occupations. The 
development of means of communication has broken the isolation 
of the village and has brought about a change from subsistence 
economy to the cultivation of cash crops, like cotton, jute, oilseeds 
and tobacco. Without means of transport these could neither bo 
marketed inside nor outside the country. 

India is a sub-continent with huge distances. In th^ past 
the natural configuration of the country would not allow it to be 
unified. Men and materials could not be m^ved easily and quickly 
from one point to another. There were a few trunk roads built by 
the rulers of the day—Afghans or Moghuls—-but they were tx> few 
to meet the needs of the people. Even today, “more thin half of 
the perishable produce of British India rims to waste on account of 
delay in reaching the ra\rket. ,,J Huge arc is are totally d;void of 
any lines of communication, and in some districts 70 to 80 per cent 
of the villages arc entirely cut off from the outside world during th> 
monsoon season. 

The histoiy of civilization is the history of transport and 
communications The road-makers carried aloft the torch of light J 
and progress. They led and civilization followed. Homesteads, 
hamlets, village*, towns and cities followed in their wake one 
after the other. The track was trmsforrnad into a loal, un> 
metalled at first and then metalled. Trade and commerce develop¬ 
ed unify mg the world In fact the economic progress of man 
corresp >nds with the evolution of the means of transport. Not 
only goods are carried by their means, but the cultural, social 
and moral advancement of a country directly depends, upon 
them. They diffuse knowledge, remove prejudice an l destroy 
ignor \nee. 

As late as the middle of the nineteenth century, India had 
no road* worth the name. It was m the time of Lord Dalhousie # 
that preliminary steps were taken in tin pursuit of an active 
public works p >licy. We sh ill discuss under railways the nature of 
the policy foilowod— its selfishness and lack of pfenning. It is 

b India in 1U25-26. 

2. Tb® Hon’ble Mr* J, H. Parker. 
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sufficient to remark here that the new means of communication 
haphazardly constructed as they were resulted in the breaking 
down of the isolation of the villager who started growing crops for 
the world market in place of the village market. 

Means of transport in India are of four main kinds—(a) Bail- 
ways, (l) Roads, (e) Waterways, and (d) Airways. We shall deal 
with each of them one by one. 

2. Importance of Railways in India Today. It is an admitted 
fact that railways occupy a unique place in Indian economy* They 
ref resent a capital investment which is almost double the entire 
capital of all other organised industries in the country. To wit,* 
the total capital of 29 manufacturing industries invested in 5,643 
registered factories has been estimated at Rs. 404 erores. The 
total invested in railways (including the State Railways) in March 
1950 came to Rs 806 erores. All the other organised industries 
give employment to 16*3 lakh workers, while railways alone 
absorb no less than 8 5 lakh workers today with a wage bill of 
Rs. 107 erores in a year. These figures are a sufficient proof of 
the importance of railways in Indian economy. 

Mailways in India compared with some other important countries . 
The total route milage of railways in India today is 33,084. 
Before the oiitbre&k of the war a good deal of the milage was 
worked by private companies like the Bengal Nagpur, South 
Indian, etc., hut now with a few very minor exceptions, all the 
company railways have been purchased by the Government and 
all are Indian Government-owned. The lines belonging to the 
Indian States in the past have also been integrated with Govern¬ 
ment railways sinte these Slates have themselves been incorporated 
In the Indian Union. This integration has resulted in the addition 
of a route milage of 7,560 to the Indian Government railways, bring 
ing the total to 33,084. 

Milage figures do not give a con ect idea of the sufficiency of 
railwajs in a country. They should be taken in relation to the 
aiea and population served. The following tables will give us a 
comparative idea of the position of India so far as railways are 
concerned. 

TABLE I 


Milage oj railways 

U.S. A. 

Union of South Africa 
Argentina 

# Atifctrtdia ami Nt w Zealand . • 
huteia m Europe 


per 100 square miles of area , 
6.0 Carnidc 

2 4 Eniojre excluding Russia 

2.6 I helium ... m 


.a 

1.5 


XJ. K. 

Germany 
Indian Dominion 


TABLE II 


Milage of railways per 100,000 of population 

Canada •. 403 I U. S. A. 

fcoutb Africa .. MM , . XU K. 

| Indian Dominion 


1.0 
11.5 
40 O 
:0 () 
20. o 
28 


224 

46 

1.07 
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Table I above tells us that the railway milage of India does 
not compare unfavourably with that of other countries where agri¬ 
culture predominates, e.g. 9 Canada and Australia, but oompared 
with industrial countries like Belgium and the U.K., India is but 
poorly served. 

Table II is very revealing, India lags behind even agricultural 
countries like Canada, when the railway milage is studied in 
relation to population. To compare India with a small highly 
industrializea country like Belgium would be meaningless. To have a 
correct perspective India should be compared with U.S.A. which has 
almost twice the area of India. She has long distances, tall mountain 
ranges, burning deserts and huge rivers as India has. In spite of 
all these obstacles, U S.A. owns more than a quarter million of 
railway miles, while India can boast of a bare 33,000. Roads would 
be a great help and might fill the gap to some extent, but even in 
these India is deficient. She needs moro railways, wisely planned in 
co-ordination with the others means of transport like roads and 
waterways. Unnecessary duplication resulting in ruinous competition 
is deprecated and should be avoided at all costs. 

3 Some Benefits from Railways. Railways have reduced the 
horrors ot famines from India. The great mortality in human and 
animal life has disappeared. Famines are no longer famines of food 
but famines of money. The recent Bengal famine was an exception. 
During 1943 the whole machinery of distribution in Bengal broke 
down Due to various causes (discussed elsewhere) the supplies were 
insufficient and reserves nil and due to an all-pervading war, imports 
impossible. 

Railways have linked the cultivators of India with markets 
throughout the world. 1 The agricultural wealth of the country is 
exported abroad in return for machinery aud manufactured goods. 
The standard of livmg of the people has changed for the better only 
moderately, but the fault lies with the immense increase in popular 
tion. The methods of cultivation over a large portion of the country 
are still primitive, but for a glimmer of impiovement m areas served 
by the railways. The railways not only disseminate knowledge but 
are also responsible for a greater use of improved seeds and manures 
and cheap transport of implements of better type. 

Railways have tended “to break up the existing social organiza¬ 
tion” of the country, 2 Caste prejudice has largely disappeared and 
the bonds of joint family system broken. But alongside these bene¬ 
fits, the Panchayat system got a severe blow and litigation has in¬ 
creased enormously, but we have to take the good with the bad. 

* The mobility of labour has increased. In the tea plantations 
of Assam, the factories in Bombay and Calcutta, workers from all 
over the .country are found working shoulder to shoulder. If the 


1. The Report of the Royal Commission on Agriculture, p. 302. 

2, Ibid, 
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various castes do not yet love each other* they have realized that 
they can live only by each other’s sufferance and the credit largely 
gore to the railways For this wholesome change. The Brahmin with 
the caste-rfcarks painted across his forehead travels to holy Kashi in 
the Janata Express sitting cheek by jowl with a low-caste sweeper 
whose shadow falling on him would have created a fine rumpus 50 
years back. 

Quicker means of communication have greatly increased the 
amenities of life in urban areas. Fruits from Kashmir and KuJu, 
fish from Bombay, mangoes from Saharanpur are selling all over the 
country. Perishable articles like eggs and milk travel long distances 
overnight to reach their consumers the next day. 

It must also be borne in mind that the central administration 
of a vast country like India is possible only because of railways. 
They have given the country internal security and external safety* 
Economic life of the people cannot be planned on a large scale 
without an efficient system of railways. Agriculture and industry* 
trade and marketing are all de] cndcnt on quick means of transport. 
India would degenerate into a large number of warring States if rail* 
ways were not there to maintain social and cultural contacts* 

4* Defects in the Growth of the Indian Railway System. 

Indian laiiweys were not planned in advance and have grown haphaz¬ 
ardly* The first railroad was from Bombay to KaJyan, a distance 
of 33 miles (1849). The next two were from Calcutta to Raniganj 
(123 miles) and Madras to Arkonam <33 miles) Bombay then was 
not a commercially important place, nor were Calcutta and Madras. 
They became pre-eminent because of their link with the hinterland 
through railways. Had railways been const meted on a plan, they 
would not have connected unknown places like) Arkonam, Kalyan and 
Rauiganj, but would have linked up places like Dacca and Banaras 
and opened up the rich agricultural area of the country. Secondly, 
constructed from one point, opening out fan-wise, and cairying 
all their materials with them for further extensions, they would have 
proved far less costly. 

The railways ruined old towns and centres of old industries and 
created new < nes on an unco ordinated basis. They destroyed the 
cohesion of the old economic system and did not * help to evolve a 
sound one instead. They mainly created distributing centres’ for 
foreign merchandise. It was only incidentally and much later on 
that they developed factory industries in seaport towns far away 
from the interior. Ihe result is that these industries have to import 
( their labour force from distant areas which leads to congested slums 
y and labour troubles. Even today the importance of these towns as 
* distributing centres for foreign goods far outweighs their importance 
as industrial ones. 

Places like Murshidabad and Madura were important industrial 
centres in old times. A sound railway system would have early 
linked them up and assisted them to grow further. As it is, they are 
new mainly used to distribute goods. The Industrial Commission , 





very oorreetly stated in 1918 ; “Most of the 500,000 villages have not 
yet been touched by metalled road or railway/' and things have no^ 
much improved since then. It is the system that has foeeh at fault* 
not the railways as such. In fact we urgently need more railways. 

5. History of the Development of Railways. It easily falls 
into a number of prominent periods dealt with one by one below* 

( i) The old Guarantee System , 1849-1869, Lord Dalbousie’s 
famous minute recommending railways for India to promote 
British trade and commerce was accepted by the Court of Directors. 
England was “calling aloud for raw materials like cotton" 1 and 
markets to dispose of her manufactured goods. India also would 
gain similar ''social and commercial advantages." 2 By the end 
of 1850 eight companies had been formed under the Guarantee 
System. The Government agreed to supply them land free arid 
guaranteed a minimum interest of 5 per cent on the capital outlay. 
The companies in return were to sell the ralways to the State after 
25 years or 50 years, if the Start© so desired. In the meantime they 
had to pay to Government half the surplus profits, if any, after 
paying themselves the guaranteed interest, and to allow the Govern¬ 
ment general control over management. 

This system has met with universal condemnation. Progress 
was slow due to the lack of engineers and skilled labourers. The rate 
of interest at 5% was too exorbitant. Sure of a solid return for 
their money, the Managers and Directors did nothing to economise 
and the Government had to pty the corap inies no less than two 
Mid a quarter million sterling 3 of the tax-payer's mmey during this 
period. The system proved too costly. Nor could the Government 
keep effective control. They tried to attract capital by promising 
subsidies for every new mile of line and bridge but filled and in 1869 
determined to go in for constructing railways themselves. Under 
this system 4,255 miles of railways were built. 

(ii) Stale Construction of Railways , 1869-1879 . For ten years 
the Government did not make any fresh contracts with any com¬ 
pany and themselves found Rs 4 crores a year for railway construc¬ 
tion. By the end of 1879, the total milage retched 8,090. Out of 
this 6,000 miles had been built by the companies at a cost of £9S 
million and 2,000 miles by the Government at less than one-fourth 
the cost per mile. But the Strachey (Famine) Commission reported 
in 1880 that India must have an additional 5,000 miles of railways 
to ensure safety against famines. The Government was not able to 
find money for this increase and had once more to invite private 
companies to take up the work. 

{in) The New Guarantee System , 1879-1900 , Heavy expendi¬ 
ture in the relief of two consecutive famines m Bihar and the 


1. Lord Dalhousie—Railway Minute, 20th April, 1*.>3. 

2. Ibid, 

$.* R. C. T)utt—-Irn&a in the Victorian Age* 
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Deccan and the fall in the value of the rupee compelled the Govern¬ 
ment to give up constructing railways themselves and once again to r 
enter into contracts with companies. They were, however, wiser by* 
experience and made better bargains now. They guarantee 3$ per 
cent jnterest on the capital found by companies, reserving for them- 
'Selves three-fourths of the surplus profits, if any, and the power of 
terminating the contract at the end of 25 years or after further 
intervals of ten years on repayment of capital at charge. The total 
milage laid down in this period was 4,000. 

(iv) Pre-war Period , 1900-1914 . Although the main railway 
lines were completed by 3 900, yet branch lines were urgently needed. 
In 1907, the Mackay Committee stressed the need for a steady 
annual outlay of capital on railways, and suggested Rs. 18 crores a 
year. The Government could not keep to the letter of the recoin* 
mendation but did actually invest Rs. 92 crores in six years, from 
1908 to 1913. Dining this period more than 10,000 miles of branch 
and feeder lines were laid. The total railway milage in India in 1914 
was thus more than'34,000. 

(v) The War Period , 1914-1920. Neither rolling stock nor 
engines could be imported during the war years. New programmes 
of construction had to be postponed indefinitely. Even the lines 
in working could not be maintained. The strain of tarrying men 
and materials for the army was too heavy to cope with. Some of* 
the staff, rails and rolling stock had to be despatched to East Africa 
and Mesopotamia for the conduct of war. As a result the railway 
system utterly broke down. Many bridges grew too rotten to be 
trains safely Engines, not good even yard duty, were still upoo 
the line. Goods wagons were used to carry passengers on branch 
lines. Goods lay rotting in the gndowns tor weeks before they 
could be loaded into wagons. Thus the Acworth Committee wrote 
in 1921 : “There are many miles of rails, hundreds of engines, and 
thousands of wagons whose rightful date for icnewal is long over¬ 
past/’ Naturally there was a clamorous demand for State manage¬ 
ment of railways after the war was over. 

(ri) Raifa'ays since 1921. In November 1910, an expert com¬ 
mittee was appointed to report on Indian lailways, under the presi¬ 
dentship of Sir William Acworth, a British railway expert. The com¬ 
mittee submitted its report in 1921. The contract with one of the^ 
most important companies (E. 1. R.) was over m 1919 and had been 
renewed for five years. Whether the contract was to be further| 
renewed or the company was to be bought out was one of the 
important questions to be considered by the committee A largq 
number of witnesses were examined and the pi os and cons of State 
rs. Company management carefully gone into. 

6. Arguments for and against State Management in India. 

Government depaitments are a slave to routine and reddapism. 
They have neither despatch nor initiative. They are more swayed 
in their decisions by political considerations than those of efficiency. 
Railways are a commercial proposition and need business methods. 
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dash at one time and caution at another. Such qualities are rare in 
bureaucrats, trained in juggling with dies. Besides, Railway budget 
being a vot&ble charge, railway policy would depend mere or less on 
party politics and could not bs expected to be uniform and continu¬ 
ous. Some other countries have efficient, privately-owned and operat¬ 
ed companies but they are strictly regulated and controlled as in 
UaS.A. Why should India not follow their footsteps 1 

The Aoworth Committee were equally divided over the question 
of management of railways in India. The president was, however, in 
favour of State management and won with his casting vote. 

It was argued that as conditions in India were different from 
other countries arguments in favour of private management of rail¬ 
ways did not hold water here. Most of the capital involved in rail¬ 
ways belonged to the State. To hand over such vast property to 
companies with headquarters in England was unthinkable. India had 
had enough of them in the early days of railway development. The 
system of “dyarchy” or divided responsibility can never make for 
efficiency. With the State as dominating partner without powe-s of 
initiative even Indian domiciled companies were bound to be a 
failure. There was no attraction for the few really capable Indian * 
entrepreneurs to undertake to run railways when they were sure to be 
browbeaten and hampered at every step by the executive. 

Further, Indian sentiment was in favour of State management 
of railways. Money invested belonged to India—Indian opinion in 
the matter should be final. Indian belief, based on experience, was 
that in railways there vjas no room for Indians at the top, unless the 
State managed them. This was nob an argument that could be 
lightly dismissed. In addition, all profits would go into the Central 
Exchequer and help to reduce the burden on the tax-payer. Com¬ 
pany man Agcment in India was prone to discriminate in favour of 
foreign imports in their rates. This was detrimental to Indian 
industrial interests. Such discrimination, it was held, was not possi¬ 
ble under State manage men t, as the State was more amenable to 
public criticism Grievances of business men and passengers could 
be more easily ventilated and redressed by the State. 

Co-ordination of transport is feasible only if all the means of 
transport including railways are owned and managed by the State. 
Roads, railways and waterways would then all be developed as thev 
deserved. Company railways in the past cruelly undercut traffic on 
water, both coastal and inland. So from 1925 almost all railway 
lines gradually came under State management. Sir E Benthall in 
his budget speech for 1945-40 said, “The Indian railways are now 
Almost 100 cent. Indian-owned and they are 99J per cent operated 
by Indians and Anglo Indians They are an asset of which India 
can be proud/' • Today (1950) after the integration with the Indian 
Union of the federal functions of all Indian States, all railways in 
India covering a route milage of 33,084 miles are Government rail- 
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ways, with the small exception of 776 miles of unimportant branch 
lines which hat© not yet been nationalised, 

7. Railways During the War, 193M5. The railways during 
the Second Wdrld War were much better equipped to meet the emer¬ 
gency than dntihg the first one. In fact during the first two years, “it 
seemed they could discharge most of the demands made on them,” 
But in 1941-42 military traffic grew enormously while alternative 
means of transport contracted “to an embarrassingextent”. Later due 
to the entry of Japan in the war, coastal trade became impossible 
and the whole pressure fell on railways, especially the work of trans¬ 
porting coal. Hence the number of wagons left for “public” 
use vas very inadequate. At the -same time worn-out rolling stock 
could not be replaced. 

Some of the railway workshops in which more than 20,000 skill¬ 
ed technicians were employed, were given over to the production of 
munitions Thus a good deal of the skilled personnel had to be sacrific¬ 
ed for military services. The rising tempo of war resulted in serious 
overcrowding end hardship for civilian traffic. In 1942, for purposes 
of co-ordination of traffic the War Transport Board was created. 
The Railway Department was included in it. During this year there 
"was Serious dislocation of railways due to sabotage and heavy floods 
and cyclenes at a time when there was an ever-increasing demand 
on railways due to sea-borne traffic having disappeared. The Trans¬ 
port Board had to solve three main problems : (a) that of carrying 
military and essential services, by rail, (6) that of organizing alterna¬ 
tive means of transport, (c) and that of creating and organizing 
administrative machinery for the above. 

Accordingly, a Central Transport Organization, with Provincial 
Regional Transport Boards, was created in February 1942. Its duty 
was to rehe\c traffic congestion cn railways by co-ordinating all 
foTms of alternative traffic. The job was not an easy one. Traffic 
was divcried, where possible, from railways to coastal craft, both 
steamers and country boats. Wherever there were suitable roads, 
traffic was diverted to them. 

Gradually railway transport.was lationalized. All non-essential 
traffic was discontinued and a system of priorities introduced. 
Sjecial arrangements for Mela traffic (like the Kumbha Mela) were 
cancelled and cheap fares and concessions of all kinds withdrawn. 
Passenger trains were much curtailed resulting in extreme congestion 
in the trams. Passengers were seen hanging on the footboards, 
riding on the tops of trains, and sticking even to buffers between the 
bogeys. In spite of the railway propaganda of “Travel only when 
you must,” railways had to cairy 20 million more passengers a 
month when military movement had increased no less than 27 times. 

Railways tried their best to see that each wagon travelled fully 
loaded and was never idle. The rate for parcels was increased and 
an extra charge of 25% imposed on all consignments of less than a 
wagon load. Constant attention was paid to maintenance. 
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Tfe# daily task of each locomotive was increased, and the average 
wagon load enhanced. In spite of the difficult circumstance, “the 
railways succeeded in maintaining the life of the Country, whilst 
meeting the demands of the military and of every essential industry” 
including the transport of foodstuffs to deficit areas. 

8 Railways in Post-war Times. The railways have had to 
solve a number of complex problems briefly mentioned below ;— 

(I) Effects of War . Traffic in goods and passengers increased 
without a corresponding inorease in roiling fctock while replacements 
were held up due tp non-availability of material. A very large 
number of locomotives and wagons were overage. Spare parts 
were also not obtainable. These difficulties were aggravated by 
inexperienced personnel appointed to cope with the increased work. 
Shortage of food, demobilization and movement of surplus war 
materials made conditions worse. The war in Kashmir and the 
Hyderabad police action added to the difficulties. Industrial 
disputes and strained trade relations still further accentuated 
the trouble 
% 

In 1049, however, things improved to a great extent. 
Passenger service became punctual. The wagon turn-round greatly 
improved. The need for priority in transport disappeared Every¬ 
body could obtain transport as and when needed. Goods were 
no more held up and moved speedily across the country. In fact 
the quality of service rendered by railways improved wonderfully. 

(*?) Effects of Partition On top of it in 1947 came the 
partition which brought about severe communal unrest. This 
resulted in serious shortage of essential workers in particular 
categories. Skilled technical staff opted out to the other Dominion. 
This added to inefficiency and conniption Thero was a loss of 
well-equipped workshops like the Moghulpura and Kmchinpara 
and a further division of assets which meant a deterioration of 
resources. A large increase in tiaffie ensued due to t e loss of 
Karachi. Goods had to be moved along routes which were not 
equipped to deal with so much traffic as Bombay was the only 
port of arrival. By 1949$ however, railways had got over all 
difficulties and could be said to have definitely turned the corner. 
New ports like KandD were be’ng developed. The locomotive and 
wagon position greatly improved and the Railway Member could 
rightly claim in March, 1950, that ‘‘the so-called bottle-neck in rail 
transport is no longer even a mentionable contributory factor 
to the malaise in the economic sphere in the country.” 

(S) Regrouping of Railways . There is the problem of grouping. 
Amongst the 9 units of Railway Administration in existence, the 
route milage varies from 1,231 on the Assam Railway to 4,457 on 
the East Indian Railway. Their operation ratios vary widely and 
*some of them are living on others The present geographical dis¬ 
tribution is a haphazard growth and needs revision. 
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Hence there is urgent need for establishing a smaller number 
of major units to pull up standards of efficiency. The taking ovefr 
of the ownership and management of States Railways from April' 
1050 has made the need for regrouping and reorganization more 
urgent than ever. Investigations have already been made and 
it is proposed to weld all the different systems into one co-ordinated 
railway system, divided into six major zonal administrative 
units all working on a uniform pattern. It is expected that thi& 
improvement will achieve operational efficiency and financial econo¬ 
my* The proposed new zones are : — 

First Zone : Northern Railway will consist of the E.P. Railway, 
the western portion of the E. I. Railway between Lucknow-Kanpur 
and DeJhi-Saharanpur, the metre gauge portion of the B. B. and C. T. 
Railway between Agra and Kanpur and the 0. T. Railway west 
of Chupra. 

Second Zone : Western Railway will consist of metre gauge 
portion of the B. B. and C. 1. Railway, except the Kanpur-Agra 
section, and the States Railways of Saurashtra, Jodhpur, Bikaner, 
Jaipur, Rajasthan and Kutch. In this zone, consideration has 
been given to the development needs of Kandla port and business 
and economic connections of Saurashtra etc. with Rajasthan. 

Third Zone : Central Railway will consist of the broad 
gauge section of the B. B, and 0 I Railway, and a major portion of 
the (*. I. P. Railway, Scindia and Dholpur State Railways. In this 
zone, not only the alternative routes from the major port of 
Bombay to Northern India but also the Inns of communication 
between Bombay and the industrial areas around it have been placed 
under one administration. 

Fourth Zone : Southern Railway will consist of the S. I. 
Railway (both broad gauge and mitre gauge), a major portion of the ** 
broad gauge and the entire portion of metre gauge of the M and 
S. M Railway and the entire Mysore State Railway, Both geographi¬ 
cally and fiom the railway operating point of view, grouping 
together of ail the Southern railways is the ideal arrangement. 

Fifth Zone : Eastern Railway will consist of the Nizam’s State 
Railway, portions of the G. 1. P. and M and S. M. Railway * and the ^ 
B. N. Railway, excluding the coal-field area of Bengal and Bihar and 
Howrah-Kharagpur section. 

Sixth Zone, : North-Eastern Railway will consist of the E. I. (/ - 
Railway east of Luoknow-Kanpur, the coal-field area of Bengal and ^ 
Bihar at present with the B. N. Railway, the Howrah-Kharagpur 
section, the 0. T. Railway east of Chupra and the Assam Railway, ^ 
including the Assam rail link and the Darjeeling-Himalayan Railway. ^ 

The main principles governing the regrouping are : \ 

(1) Every railway administration should serve as far as possible 

a compact region. * 

(2) It should be large enough to provide a headquarters 
organisation of the highest calibre, capable of following and 
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assimilating up-to-date improvements in railway techniques and 
equipped with adequate workshop facilities and statistical, training 
and research institutions. 

(3) The regrouping should cause the minimum dislocation in 
the existing arrangements and should be so phased as to prevent 
any kind of dislocation or even temporary diminution of the quantity 
of efficiency of railway service. 

(4) While the existing proposals do not indicate the nature 
of the internal administration of each group, namefy, whether 
it should be on a divisional or district system, it is not proposed to 
adopt any dogmatic attitude in the matter and the vital necessity of 
causing minimum dislocation will also govern the decision on this 
important issue. 

(4) Transport Bottlenecks, After the war there were bottlenecks 
in railway transport. The railways could not carry all the traffic 
offered. Hence a Rail Priorities Organization was set up to deter* 
mine national priorities and to programme movements of food, steel, 
textiles, cement, etc. Efforts were being made to cairy full train 
loads, to fepted up goods trains and to quicken the turn-round of 
wagons. Orders were placed in TJ 8. A., Canada and U K. for 
loeomotms. Accordingly, 447 broad gauge and 51 metre gauge 
locomotives were received between September 1947 and 1950. To* 
keep the old engines on the track and get work from them vast 
quantities of spares have been secured. Resides, the project for 
manufacturing locomotives at Chittaranjan is making good progress* 
Technicians and skilled staff have been made available from the 
Locomotive Manufacturing Company of U K. The factory will start 
turning out locomotives in 1950 and by 1955 it will he able to meet 
Indian needs by locomotives enlirtriy of Indian manufacture. More 
wagons, some imported from Switzerland and elsewhere and others, 
manufactured in India, are being placed on the lines to relieve 
overcrowding. More wagons are being placed on the line evety 
year. Track is being improved and in some cases doubled 

{5) Ticketless Travelling and Corruption. The problem that 
worried the ordinary man most after the war was that of over¬ 
crowding While the number of passengers had doubled itself since 
1939 the train capacity had fallen to 85 per cent 1 . Another factor 
was the huge ticketless travelling. A complement of railway magis¬ 
trates and police were appointed to check the evil. Conditions have 
improved in this direction. 

A special scheme was evolved by the Railway Board to 
co-ordinate Police and Railway administrations for the detection and 
investigation of cases of bribery and corruption. Thus by 1950 more 
than a thousand cases Were investigated and action take® in about 
400. This has greatly improved matters. 


1. Air* J. M&tthai - Budget t*peech for 1048-49, p, 9- 
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(6) Railways and Labour, Railways constitute the biggest 
nationalized industry in India with a capital at charge over Rs. 800 
crores and over eight lakhs of personnel. It should be so administered 
that the labourers employed are contented and render best service to 
the community. With a national Government at the helm of affairs 
an all-round programme of labour welfare is being taken in hand and 
all kinds of amenities such as hospitals and dispensaries, maternity 
and child welfare centres and schools and institutions are being 
opened. The Central Pay Commission scales have been accepted and 
•dearness allowances awarded. 

Other legitimate grievances of labourers are also being 
redressed. Leave rules have been liberalised, as well as provident 
schemes extended to all categories of railway employees. All these 
amenities have resulted in an addition of Rs. 33 crores to the wage* 
bill. The total number of railway employees have increased from 
"6,41,000 to 8,50,000 during the last ten yeans while the wage-bill has 
gone up during the same period from Rs. 35 crores to Rs. 107 crores. 
Thus the average cost of staff' per head has gone up from Rs. 547 
in 3938-39 to Re. 1 265 in 1948-49. It is unfortunate that during 
the same period 1 he productivity of railway labour in ton-miles and 
traffic mrts has gone down to 69 from 100 in 1938-39. It is expe ‘led 
that with tile reorientation in the attitude of Government towards 
railway workers of all grades a greater sense of responsibility will 
come to prevail and there will be greater efficiency and output. 

, (7) Amenities to Class III Passengers. Efforts are being made 

to improve conditions of travelling for lower class passengers. The 
abolition of the old Intermediate class in January 1949 and pro¬ 
vision of sleeping accommodation m Class I was not popular. It also 
did not make any addition to railway revenues. The railways were 
•compelled to provide sleeping accommodation for class II in special 
coaches on payment of a surcharge of Rs. 10 per night. This 
arrangement too did not prove satisfactory. Hence the railways 
reverted to the previous system of 4 classes with effect from December 
1949, a first, a second (special) at 14 pies per mile, a second (ordinary) 
in place of the old Intermediate and a class III. Broader seats 
and ceiling fans are being provided for class III passengers. 
Social guides are being appointed to guide them As the result of the 
recommendations of a Special Committee a 5-year plan starting 
(1950) with a minimum expenditure of Rs. 3 crores a year has been 
drawn up for the provision of amenities such as new w aiting halls, 
improved sanitary arrangements, covering over platforms, fans etc. 
for lower class passengers on all railways. 

Express Trains for class HI passengers, called Janata 
Express, have been introduced on all lines. As many as 127 new 
trains have been introduced and 88 existing ones extended. Railways 
are today moving a volume of traffic which has broken all past 
records, 

(8) Accidents on Railways. During 1949-50 there have been 
considerably more tragic accidents on railways than usual. 
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Ordinarily the record of Indian railways for avoidance of accident® 
has been cleaner than even in U.S.A. and U.K. But 1949*50 has 
been a particularly bad year. Loss of life at Sirhind and near » 

Patna in Bihar has been heavy. Some accidents are the result of" 
carelessness or mistakes but others are definitely due to the sub¬ 
versive activities of rebellious elements in the country. Compensation 
is being given quickly after the claims are disposed of by a 
specially appointed Claims Commissioner. Public co-operation is 
urgently needed to avoid accidents. 

(9) Research. It is a matter for appreciation that the Railways* 
are expanding and intensifying their efforts at research both in the 
technical and economic field. Thus locomotives for use are being 
standardised and fast and at the same time economical ones am 
being put on the lines. Improved designs of components, bridges 
and structures are being developed. At the same time new all-steel ' 
welded coaches are being prepared. Besides, the economies of r til 
transport regarding rates and evaluations are being investigated by 
the Economic Advisor to the Railways. These studies will be of 
immense help in fixing rates and fares. 

9. Railway Administration At their inception in 1848 Rail¬ 
ways were put in charge of the P. W. D. by Lord Dalhousie. In 
time, villi the increase in traffic, the railways giew too big for the 
P. W. D. Accordingly in 1905 a Railway Board with a chairman 
and two members was created to administer the railways. Certain, 
minor changes were made in the constitution of the Railway Board 
from time to time. The question was thoroughly examined by the 
Acwoith C immitteo in 1921 and in 1924 the Railway Board was 
reconstituted as below :— 

(1) A Chief Commissioner replaced the President of the Board. 

Be was responsible for the railway policy and could not be over¬ 
ruled by h:s colleagues. There were two more members The work 
was divided among the members on the basis of subjects and not 
territorially* 

(2) A Financial Commissioner was considered to be urgently 
necessary. Later the appointment was made in 1924. 

The object of this reorganization was to relieve the Chief Com¬ 
missioner and members of all unimportant work so that they could 
devote all their time to matters of railway policy and to keep 
contacts with different railway administrations. The object was 
achieved by the appointment of Directors of Civil Engineering, 
Mechanical Engineering, Establishments and Finance and 11 Deputy 
Directors and two Assistant Directors. i 

Labour questions were becoming increasingly important every 
day. H. nee a third member was appointed to the Railway Board 
in 1929. His main duties were connected with the solution of 
labour problems and improvements of service conditions of junior 
staff* 4 * 
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Today the Railway Board consists of the Chief Commissioner, 
the Finance Commissioner and three members. Under them there are 
10 directors, many deputies and assistants, all technical mm who 
are in direct charge of the various branches of the Railway Depart¬ 
ment, 

The Kunzru Railway Enquiry Committee which submitted 
its repart in 1949 recommended the establishment of a Central 
Controlling Authority over the Railway Administration from 1953. 
The other three branches of transport—roads, sea and air— were 
beyond the committee’s terms of reference. They have, however, 
to be borne in mind when a National Transport Authority is created. 
Co-ordination is possible only if one Authority is created and not 
four different ones. 

10. Railway Finances * (i) Railway Deficits. From 1858 to 

1898 railways in India were a losing concern. The total loss incurred 
during these years was about Its. 58 crores. These continued 
annual deficits were mainly the result of uneconomic construction, 
inefficiency of guarantee companies, lack of sufficient traffic and 
losses on strategic lines like the N. W. R. 

(ii) Railway Surpluses. After 1898 the deficit changed into a 
surplus except for the years 1908 and 1921. These surpluses con¬ 
tinued till 1930 and were due to the new irrigation vrorks in the 
Punjab and Sind, increase in traffic brought about by the economic 
development of the country, better financial bargains with the 
companies and a great rise in the foreign trade of the country. 

(Hi) Separation of Railway Finances , 1924-25. In addition 
to other important changes in administration brought about by the 
recommendations of the Acworth Committee, railway finances were 
separated from the general finances from 1924-25. The following 
reasons were advanced for this revolutionary departure from the 
old practice : 

(а) So long as railways remained a part of the general finances, 
their fortunes varied with those of the Government. The financial 
position of the Government reflected itself m that of the railways. 
In these circumstances, theie could not be a continuity in railway 
policy and business methods could not be pursued. In good years 
there was waste, and in bad ones starvation of essential services. 
Railways were a commercial proposition and could not prosper when 
no reserves were maintained in good years and the whole surplus 
was utilized for general purposes. 

(б) The railway budget was a huge affair, the gross receipts 
being above Rs. 100 crores in 192i. A good year for the 
railways made the Central Budget prosperous and vice versa. The 
prosperity of the railways depended on the monsoons. Ample and 
timely rainfall reflected itself in abundant traffic. Thus the Central 
Budget was nothing short of “a gamble in monsoon. n 

It was claimed that the separation of railway finances would 
enable the railways to be run on a commercial basis and would 
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Telieve the general budget of the most fluctuating and incalculable 
factor which made it a gamble. 

Accordingly a convention was adopted by the Central Assembly 
in 1024, by which the railways were to make a fixed annual contri¬ 
bution of one per cent on the total capital at charge on commercial 
lines plus one-fifth of the surplus profits in that year. The interest 
on the capital at charge of strategic lines and any loss in working 
them was to be debited to the general revenues. In addition to the 
above payments, the railway revenues had to pay to the Central 
•Government one-third of the excess over three crores of any surplus 
remaining to them and the remaining two-thirds was to go to the 
Railway Reserve Fund. 

Contributions to the Depreciation Fund were to be deducted as 
a part of the expense. After making all payments, what was left 
over was to be credited to the Railway Reserve Fund. On this, too, 
the Central Government had the first lien if their contribution of 
one per cent interest was not paid in any year. 

(tv) In Pre-war Years. The railway contributed to the 
general revenues in seven years from 1924-25 to 1930-31 a total 
of Rs. 4,165 takhs but in the last year, 1930-31, the interest charges 
were higher than the net revenue by above Rs. 5 crores. Hence the 
contribution to the general revenues was paid out of the railway 
reserves. 

From 1930-31 to 1936-37 the interest charges always exceeded 
the net revenue. In 1937-38 net revenue improved and was higher 
than the interest charges by Rs 276 lakhs and this was the contri¬ 
bution made to the general revenues. 

The Moratorium . According to the Convention adopted in 
1924, the first charge on the railway surplus was the Depreciation 
Fund. During the years 1929-30 to 1936-37 the railways not only 
spent away the whole of the Reserve Fund but borrowed Rs. 31 
crores from the Depreciation Fund to pay the interest on capital 
at charge. Thus the first surpluses after 1936-37 should have gone 
to the Depreciation Fund and anything, if left over, should have 
been contributed to the general revenues. In 1937, the Railway 
Member proposed a moratorium for three years for the repayment 
of this liability. The moratorium was later extended to 1942 and 
then for another )ear. By 1943, however, the arrears of,contribu¬ 
tion to the Central Government as well as loans from Depreciation 
Fund were all cleared. 

(t>) During War Years. After the outbreak of World W T ar 11, 
the railway revenues improved all of a sudden due to increased 
traffic, absence of road and coastal competition and heavy transport 
of army men and materials. The railways wiped away all arrears 
due from them to the general revenues besides paying back the 
loans borrowed out of the Depreciation Fund. Thus, since the 
beginning of the war to the end of the fiscal year 1945-46, the 
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general revenues gained from the railways the magnificent sum oF 
Its. 158 crores. 

Passenger fares were increased and surcharges were imposed 
on coal traffic to collect funds for providing amenities to lower class 
passengers after the war was over. It was seen that there was urgent 
need for the creation of greater reserves— 

(ia } for abnormal needs for repairs after the war and for writing 
down stocks purchased at inflated prices ; and 

{b) for continuing high wages and coal bills after the war 
when net railway receipts would probably go down. 

The war yeans brought a great increase in receipts. The 
increase in passenger traffic, especially upper class, was greater than 
in goods. The campaign to restrict travel proved fruitless. The 
increase in population and the increase in money circulation were 
responsible for the overcrowding. 

There was an equally great increase in expenditure. .Relief had 
to be given to the railway staff in cash and kind Many grain 
shops and officers’ shops supplying articles of daily use at control 
rates were started from 1944 onwards. Another cause in the rise 
in expenses was that a large portion of capital expenditure hitherto 
debited to capital ami depreiiaticn account was debited to current 
revenues from 1944*45 onwards To meet this special liability the 
railway contribution to G< nend Revenues was limited at Rs. 30 
ciores both in 1944*45 and 1945-45 instead of dividing the surplus as- 
in 1943-44. This was clone to protect the Depreciation Fund and 
Capital Account and thus to enable the laihvays to enter the post¬ 
war period in a fit st-.te to licet the expected expansion of trade* 
industry ana rehabilitation 

The details of railway budgets are given in Table HI. 

(r») Post-war Railway Finances. The post-war years have 
proved rather difficult so far as railway finances are concerned. This 
was mainly due to the strain of tiie Second World War, the partition 
of a united railway system into two, the evacuation of refugees* 
the violent civil disturbances in the Punjab, the aggression and 
fighting in Kashmir, tin* llj d era bad police action and the urgent 
need for distribution of food grains and coal all over the country. 
Thete problems were at once difficult and unparalleled in their 
nature and intensity. There was complete dislocation in finances, 
As a result earnings dropped and expenses increased in the firbt 1\ 
months after the partition (the 15th of August, 1947). There was 
thus a deficit of Rs. 2*74 crores which was met by withdrawals from 
the Railway Reserves. 

The actual receipts in 1948-49 were better by Rs. 8 60 crores- 
at Rs 213 crores and the working expenses exceeded the icvised 
estimates by Rs. 4*60 crores at Rs. 173 crores. The actual surplus 
was thus Rs. 20 crores against the anticipated Rs, 15 8 crores. Out of 
this surplus Rs. 7*34 crores was paid to general revenues, Rs. 84 
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UNANGiAL BUDGETS OF RAILWAYS (i2? CROBES OF RUPEES) 

{For some selected years). 
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♦Bud* eta for 1948* t9 and 1949-50 are for the Dominion of India atone* The year 1947-48 is not given as it was split into 
two parts, for first five months for United India and the last seven months for the Dominion of India. Budget for 1950-61 is for 
the Republic of Indie. 

tineluding Rs 15 erores a 3 compulsory eontdb ition to the Depreciation Reserve Fund. 
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lakhs to the Betterment Fund and the balance of Rs. 11*80 crores 
was added to the Depreciation Reserve Fund, 

The revised current revenue for 1949-50 is estimated at Rs • 
225 crores in place of the budgeted Rs 210 crores. The total expense 
is expected to be Rs 186 crores in place of the budgeted Rs. 172 crores 
After paying Rs. 23 crores as interest on invested capital the surplus 
of Rs. 11 crores will be disposed of by contributing Rs. 7 crores to 
General Revenues and Rs. 4 crores to the Depreciation Fund. 

Budget for 1950-51. This budget is a landmark in railway 
finances. There were great difficulties in framing this budget owing 
to this uncertainty of future trade relations with Pakistan. It was 
also impossible to correctly estimate the future import and export 
level which will be regulated from time to time by India’s exchange 
position. The price level and its effects on goods traffic were 
another uncertain factor. Besides no accurate data were available in 
respect of States railway lines being taken over from 1950. The 
newly established Assam Rail Link and the Kumbh Mela would add 
to the railway income. The total gifcss income was placed at 
Rs. 232 5 crores and gross expense as Rs 182 crores. 

It was considered that the Railway Depreciation Fund and 
the General Revenues were in greater need of contributions from 
railway income this year f 1949-50) than Railway General Reserve 
and Railway Betterment Funds. 

The annual appropriation to the Depreciation Fund was made 
at one-sixtieth of the charge, but much more was needed in actual 
practice as the withdrawals would be more than twice the normal 
contributions in the coming years. 

It was, therefore, considered necessary to re-examine the 
Convention relating to the separation of Railway from General 
Finance adopted in 1924 by the old Central Legislative Assembly 

These surpluses were proposed to be disposed of as follows :— 

1948-49 1949-50 

Rs. Rs. 

General Revenues ... 7*34 crores 4*72 crores 

Railway Betterment Fund ... 0*84 „ 

Railway Deperciation Fund ... 7*65 ,, 4.72 crores 

The normal contribution to Railway Depreciation Fund comes 
to a little over Rs 11 crores but, the withdrawals in 1948-49 
amount to over Rs. 22 crores and in the next year to Rs. 33 
crores. This will mean a complete exhaustion of the Depreciation 
Fund in a few years 

(vii) Railway Finances — Future. The Convention separating 
Railway from General Finances was adopted in 1924. It was laid 
down that the Convention should be periodically reviewed. In 1942, 
Sir A. Clow thought that the old convention could not take its 
ordinary course, for that would mean denying such relief to 
the tax-payer as he could legitimately ask for. In 1943, Sir E. 
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Benthall remarked that the Convention of 1924 had not achieved 
its objective of bringing prosperity to the railways. He argued 
-that by 1939-40* no less than Rs, 18 erores had been withdrawn 
from the Reserve ; the contribution to the general revenues had fall¬ 
en short of Rs. 36 erores and loans totalling over Rs. 30 erores had 
been borrowed from the Depreciation Fund to meet the interest 
charges. The Convention had also failed during war years, as a 
moratorium had to b© declared time after time in order to give an 
extra share of the surplus to the General Revenues. Sir E. Benthall, 
therefore, proposed that the convention relating to contribution and 
division of surplus between Railways-and Central Government should 
be revised later, when the war was over, and after due contribution, 
H© stressed the point that railways should not be in the exhausted 
condition they were in after the war of 1914-18 ; otherwise the old 
lesson would have been learnt in vain. 

The Kunzru Commission (1949) thought that an enquiry into 
the working of the Convention was no doubt necessary but con¬ 
cluded that unless the trade position and the price level became 
clear no useful results could be achieved by an enquiry. Mr. G. 
Ayyangar, however, thought differently. Accordingly, a committee 
of nine members was appointed in March, 1949, to review the work¬ 
ing of the Convention relating to the separation of Railway from 
General Finances, and to examine the constitutional administration 
of the Railway Depreciation Fund, the Railway Betterment Fund 
and the Railway Reserve Fund. 

The New Revised Convention. The Committee’s recommendations 
were accepted by the Government in December 1949. A new Con¬ 
vention was laid down which would bo effective for 5 years starting 
from 1950-51. Its directives are as follows :— 

(a) The Railway and General Finances should be kept separate, 
but the General Finances would get a guaranteed dividend of 4% per 
annum on capital invested in Railways. 

(£>) The contribution to the Depreciation Reserve Fund should 
be a minimum of Rs. 15 erores a year. 

(c) The rules of allocation of expenditure between capital and 
revenue should be modified in the folio wing manner :— 

(i) the full cost of replacement, including the improvement and 
the inflationary elements in it, should be charged to the 
Depreciation Reserve fund ; 

(ii) the financial limit for charging to revenue the cost of minor 
additions and improvements should be raised from 
Rs. 10,000 to Rs. 25,000 on each mdvidual item ; 

{Hi) the expenditure on unreraunerative projects for improving 
operational efficiency costing not more than Rs. 3 lakhs 
should continue to be charged to Revenue, the excess over 
Rs. 3 lakhs on such projects being charged to a Railway 
Development Fund to be constituted ; 
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(iv) expenditure on the constuction of new lines which are 
necessary but unremunerative may be financed to the- 
extent possible from the new Railway Development Fund** 
(t?) expenditure on uniemunerafcive strategic lines should be- 
ehaiged to capital, but no dividend on the capital funds 
so expended should be payable to General Revenues. 

(rf) The scope of the Revenue Reserve Fund should in future' 
be limited to— 

(i) ensuring payment of the prescribed dividend, and 
(n) bridging the budgetary gap, if any. 

(e) A Railway Development Fund should be constituted for the 
following purposes 

{i) passenger amenities ; 

(ii) labour welfare ; and 

(Hi) financing projects which are nmssary but which are un^ 
remunerative at the time of construction ; and the existing 
Betterment Fund should be merged in this new fund with 
the reservation that for the next 5 >ears a sum of Rs. & 
crores per year should be made available from the new 
fund for expenditure on passenger amenities. 

{/) The loan account should be separated from the block 
account, the former presenting in future the capitabat-eharge of 
the undertaking whether financed from revenue or from loans. 

The revised Convention is a great step forward in the develop¬ 
ment of Railway Financ(S. The 1924 Formula was a very complicated 
one In its place a simpler and more easily workable one has been 
adopted. The General Revenues would get a fixed dividend winch 
would make a sound forward planning possible. At the sam * time 
the Railways will be in a position to undertake heavy airears of 
renewals and replacement as well as expand their seivices. Besides,, 
the increased contribution to the Depreciation Reserve Fund will 
strengthen the Fund, as much as considered essential over the 
period of 5 years and an increased burden of expenditure would 
fall on revenues and prevent over-capitalisation. Further the 
creation of a Railway Development Fund recognises the fact that 
Railway development in the future is not going to be based on com¬ 
mercial considerations alone but will be complementary to the general 
economic development of th^ country. Thus this Developnn nt Fund’ 
created out of surpluses of prosperous years would enable expansion 
ofthisserv.ee without loar s being borrowed. Capital construction 
will, therefore, in future be financed both from loan funds provided 
by General Revenues and Railwa} T revenues in the Railway Develop 
ment Fund. 4 

Even the new Convenllbn does not bring about a complete 
separation of Railway from General Finance. It does not affect the 
ways and means parts of the two accounts. The Railways have no- 
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working-balance of their own. General Finances act as their banker 
-and railway reserve funds are deposited with them. General 
JPmances, however, pay interest on these balances and use them 
temporarily for their own purposes. This arrangement strengthens 
-the financial structure of the Central Government, and the tax-payer 
'benefits thereby. 

11. Railway Enquiry Committees. (/) The Pope Committee, 
2932 . The Great Depression of 1930 found the railways unprepared. 
They could not only not pay the contribution to the general re¬ 
venues ; they could not even pay the interest, due on the C ipital 
•at charge from 1931 on wards. In 1932, the services of a British 
railway expert, Mr Pope, were obtained to suggest economies. 
•He recommended “job analysis'’ to be carried out on the main 
railways* activity everywhere in India and abroad, to attract tourists 
to places of historical, religious, architectural and natural beauty 
•interest served by the railways and to provide all kinds of amenities 
for travellers. To increase goods traffic a scientific study of exports 
and imports and rates and fares was proposed 

At Mr. Pope’s advice many other steps were taken to improve 
the finances of the railways during the years of depression. For 
instance, m areas of great motor competition, cheap single and 
week-end return tickets were introduced ; street collection and 
delivery of parcels was arranged in big cities and freight rates for 
goods were reduced. Special “pilgrim trains” to tour to places of 
religious worship for, different communities in India were run 
while special concession* were offered to sports teams and parties 
of tourists. The railways also pooled their resources in locomotives 
•and mechanical repairs. Tn fact every effort was made to improve 
matters. 

(2) The Wedgewood Committee , 1937. Sir Otto Niemeyer, the 
financial expert, recommended the distribution of half the income- 
tax realized in a year among provinces in India on the condition 
that the railways earned enough profits to pay their contribution 
to the General Revenues. Hence the need for a thorough overhaul of 
the working of Indian railways on the eve of the introduction of the 
new Constitution was urgent. Accordingly a com mb tee was appoint¬ 
ed in 1936 with Sir Ralph L. Wedgewood, Chief General Manger, 
London and North Eastern Railway, as chairman with two other 
members. The Committee submitted its report in 1937, Its main 
recommendations were that — 

(a) the railways should stop paying their contribution to tho 

General Revenues and be made fully solvent ; 

(b) the Depreciation and General Reserve Funds of the railways 

should be increased until they were adequate enough for all 
purposes; 

(c) proper steps should be taken to meet the road competition* 

. e f g* f speeding of trains, introduction of bus services, 

etc. ; 
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(d) more service should be got out of the rolling stock for which 
more European mechanical engineering staff should bo 
engaged; and 

(?) closer contact should be maintained with the Press an<t 
traders and business men in the country. For this purpose 
an information bureau should be organized. 

The various suggestions of Mr. Pope to effect economy were 
stressed and reiterated 

There was a storm of indignation in India at the Committee 1 ® 
recommendation of further Europeanizing the staff and the stoppage 
of contributions to the General Revenues. These were rejected in toto 
by the Assembly and Sir Sultan Ahmad, the then Railway Member*, 
assured the House that there would be no tampering with the contri¬ 
butions to the General Revenues and no discontinuation of the policy 
of steady Jndianization of railway services. 

(3) The Kunzru Committee . A Railway Inquiry Committee, 
known as the Kunzru Committee, was appointed in November 1946. 
Due to the partition of the country in 1947 it could not report. 

The war had imposed a great strain on the railway system. 
Traffic had increased without a corresponding increase in rolling stock 
nor were replacements possible. Movements of food, an$ the eva¬ 
cuation of refugees aggravated the trouble, ftolitical and communal 
unrest in the country made matters worse ; besides, the railway per¬ 
sonnel and assets were divided between the two Dominions. As a 
consequence the recommendations were not as thorough as they 
would have been otherwise. The Kunzru Committee recommended 
the problem of regrouping to be postponed. They also recommended 
the establishment of a Union Railway Authority in place of the 
present Board and pleaded for a co-ordination of all kinds of trans¬ 
port under a National Transport Authority. 

The Committee found that the efficiency of labour had gone 
down by 33% to 40% on the average and that a labourer was not 
doing a fair day's work for a fair day's wages. This was believed to 
be due to apathy, fear of retrenchment, lack of discipline and in# 
expreieneed supervisory staff. The Committee thought that the 
profit motive as a remedy was not practicable and gave prominence 
to educational training of labour so as to make the workers give of 
their best. 

12. Railway Rates. In the early days of railway construction 
in India the Government did not interfere with the Companies in the 
matter of rates, apart from the fixation of maximum and minimum 
charges. Each company had its own terms of contract with the 
Secretary of State Hence there was a great diversity of rates in, 
the country. In 1887, the Government laid down some principles for 
the fixation of rates on railways— 

(a) The State was to fix the maxima and minima charges* but 
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was to make no further interference as that would hantpet 
trade. 

(b) The State was to been the lookout that no undue preference 
was shown by the railways to particular persons or bodies. 

Attempts were made to bring about a uniformity in the classi¬ 
fication of goods for freight charges but they did not succeed. Dis¬ 
crimination in favour of foreign imports and European business-men 
was persistently complained of by Indian interests. Such complaints 
were voiced frequently in the Legislative Council as well as before 
different committees like the Industrial and Fiscal Commissions and 
the Acworth Committee. 

Commodities were divided into 16 classes and maximum and 
minimum charges fixed for their transport. The railways could 
not infringe these charges without previous sanction of the Railway 
Board. These ranged between 0 38 p. and 1*87 p. per md. per mile. 

The fixation of minimum charges was a unique feature of 
Indian railways. No other country has it. This was because 
the State having guaranteed a certain amount of interest to the 
Companies, did not want their interests to suffer from reckless com¬ 
petition. 

The charges on Indian railways are not at ail high and compare 
favourably with the charges on railways in other countries as is 
evident from the following table 


TABLE IV 1 
In centimes* 


Country 


Passenger 

Kilometer 

Average Receipt 
per ton kil meter 

Germany .. 

.. 

2'96 

4*3.2 

Great Britain 

•. 

2-39 

4 83 

France 

.. 

2*41 

4*49 

Canada 

.. 

3*98 

1*84 

tr. s.A. ... 

., 

3*09 

1*85 

India 

... 

1*25 

2*50 


Defects. Discrimination against Indian manufacturing interests 
was one of those reasons which led to a demand for State manage¬ 
ment in preference to Company management. 

Another complaint against the railways has been that^ the 
system of fixing rates in India is “discontinuous.” If goods travel 
on two lines, the rate is not calculated on the through-distance, but 
cm the distance travelled over each line separately. 

The Acworth Committee recommended a Railway Rates Tribu* 
nal similar to the one created in the United Kingdom by the Rail¬ 
way Act of 1921, on the ground that there was a great discontent in 

1. Report of the Wedge wood Committee. 

2. Centime ia 100th of a franc, 176 francs could purchase £1. 
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India due to the alleged discriminatory rates, but the Government 
did not see their way to implement the proposal* The Government 
felt afraid that the decisions of an independent Kates Tribunal might 
interfere with their financial interests* ‘They only created a Railway 
Advisory Committee in 1926 with very limited powers. This body 
has neither been Very useful nor popular, 

Railway Sates Tribunal . It was stated by the Transport 
Member in March 1949 that “a new Railway Rates Tribunal will 
start functioning shortly.’* This will provide a more satisiactory 
machinery to decide disputes in connection with rates and will go a 
long to ay to satisfying the public that their complaints regarding 
differentiations in rates and charges will be decided by an impartial 
authority. 

13. Post-war Plan for Railways. It is impossible to make 
any estimate of the development of railways in the near future until 
the post-war plans of the Government in regaid to trade, industry 
and agriculture are complete. Still it is an open fact that the 
Government of India have put reconstruction plans of railways on 
a practical basis. The basic plan aims at the following objectives :— 

(а) Rehabilitation and replacement of locomotives, wagons and 
other equipment worn out during war-time. 

(б) Establishment of iactories to manufacture boilers and 
locomotives in India. The Mihijan (Chittaranjan) Workshop on the 
E. I* Railway is being built up to manufacture 120 boilers and 
locomotives each year after 1955. 

(c) Improved services for goods and traffic. 

(d) Extension of railway activities to other transport services 
-—road, air, etc,—either through actual operation or by acquiring an 
interest in them and running them through public utility corpora¬ 
tions consisting of the Central Government, Provincial Government 
and private interests. 

(e) Providing special amenities for lower class passengers both 
in trains and at railway stations. 

(/) Regrouping of railways in the light of State ownership. 
This would also evolve a new rates structure and remove the discon¬ 
tinuity in the rates due to different lines having been owned and 
run by different companies in the past. One gauge standard is re¬ 
commended for the whole of India. 

(g) Construction of 5,000 miles of new lines in undeveloped 

areas. 

(A) Absorption of demobilized army personnel and development 
of Staff welfare organizations to improve the conditions of railway 
employees. 

This will need an expenditure of Rs. 319 crores in seven years 
out of which Rs. 125 crores will have to be met out of the 
Depreciation Fund leaving Rs. 194 crores to be raised by loan. 
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TRANSPORT IN INDIA—ROADS 

1* Benefits from Roads. The main advantage offered by - 
road transport is its flexibility. Motor lorries and buses can 
easily collect and distribute loads from door to door and pick up 
and put down passengers anywhere needed. Railways are fixed to 
their tracks and cannot undertake this kind of work. A road 
transport company can easily try new routes and ply its vehicles 
where it gets better custom It does not need much capital to 
start a concern of this type nor does it need much traffic to earn fair 
dividends. 

Rural areas cannot possibly be served by railways as the 
distances are small and traffic insufficient What is needed is a 
network of roads to reach the railheads. These roads will not only 
serve the villages, but will supplement the railways and add to 
their income. Today free India is busy with the task of moral and 
material construction. Plans have been made to harness rivers, 
modernise agriculture, and expand industries. No proper develop¬ 
ment of these is possible unless roads are developed. The solution 
•of most of our national problems depends on the provision of good 
roads. Both production and distribution of food, raw material and 
manufactured goods are dependent on road development. 

In 1940, the total number of civilian motor vehicles on roads, 
in India (excluding States) came to 1J lakhs of which 50,000 
were buses and lorries. This means one motor vehicle for every 
2,017 inhabitants, against 2 vehicles for one person in the U. S. A. 
and one vehicle for every 15 persons in the U. K. 1 

It must not, however, be forgotten that India has a large num¬ 
ber of bullock-carts, about nine million in all, of which four million 
use roads. They are very useful for small distances If they were 
equipped with pneumatic tyres (with subsidized help from the 
Government) it would appreciably reduce the period of time a jour¬ 
ney takes, increase the carrying capacity of the carts, as well as 
save the roads from immense wear and tear. With better roads the 
transport cost saved would amount to some crorfes of rupees a 
year, as the difference in the cost of operating a motor vehicle 
on a good and a bad (kuteha) road ranges between IB pies to 24 pies 
per mile.* 

In addition to the beneficial effects on agriculture, improved 
roads and quicker transport would he’p in the decentralization of 
industry. This is an urgent requirement taking in view the 

Antia Transport (Oxford). 

2. The Hon'ble Mr. R. H. Parker— Commerce, December 1042. 
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vulnerability of seaports from foreign air and sea attacks, and the 
great congestion in labourers* residential areas in big cities. 

Roads will quicken the mental and moral advancement of 
the country, by bringing the villager to school and college and 
creating in him the will to improve. It should be remembered 
that contact with the outer world is in itself an education. A 
villager after a visit to a neighbouring town is no less than a Socrates 
for knowledge and wisdom. Roads have a cultural aspect winch also 
deserves consideration. A knowledge of better things creates a desire 
to get them and acts as an incentive to improve the standard of 
living. Roads bring an improvement in the health of the villager 
and his animal, as they givu him easier access to doctor and hospital. 
They result in more postal services in the country and equalize prices. 
More post-offices result in increased thrift and saving. 

The system of transport is unbalanced at the present time. 
The Road Development Committee stated in 1928 : “It is indeed 
somewhat incongruous that the total milage of surfaced roads in 
British India is only 59,000.** Even today the same incongruity 
persists. With more roads to link up the centres of production 
with those of consumption, the village will have greater security 
in life and property. Good rdads Will reduce the strain on draught 
animals and make them more efficient for the cultivation of land. 

It will be possible to transport the perishable produce of 
the village to town and to get rid of the large numbers of parasitical 
middlemen who eat away the profits of the cultivator-seller. 
Co-operative regulated markets are possible only with the develop¬ 
ment of roads. 

Lastly, it must be noted that roads have a vital role to play in 
the defence of India. India is a vast country and it is not possible to 
station military units at every point on the frontiers or throughout 
the length and breadth of the country. The effectiveness of Indian 
defence depends on the speed with which armed forces are rushed 
to a threatened point. This speed depends on the smoothness of 
roads on which the army vehicles run. Hence good roads are 
essential for the proper defence 4 of the country both in the East 
and the West where we rub shoulders with Pakistan. 

2 The Economics of the Bullock-cart No doubt the motor- 
vehicle has entered the field of transport in India and has thrown 
out a challenge both to the railways and the bullock-carts, yet the 
bullock-cart has not been ousted In 1948 the total number of 
motor vehicles used in India came to only 1,79,000, while the total 
number of bullock-carts in the same year was 87 lakhs and the 
capital invested in them was estimated at Rs. 201 orores as against 
69 crores in motor-lorries, employing nearly one crore persons. They 
lift about 100 million tons of goods traffic. Thus the role of the 
bullock-cart in the economy of rural India is very important and 
tak ng into consideration the peculiar agricultural conditions prevail¬ 
ing in this country, the bullock-cart is perhaps the best suited 
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vehicle. It should be noted that the cart is cheap for short hauls, 
the motor-lorry is cheap for medium hauls and the railway is cheap 
for long hauls. If the cart can be equipped with pneumatic tyres it 
will save time, road and money, 

3. Roads in India compared with those in other countries. 

Roads in India were not built on a comprehensive plan. They werO 
built for military and strategic reasons as were the old Roman 
roads They were mainly trunk roads and the earliest of these* 
was built by Sher Shah The main roads today connect Peshawar, 
Calcutta, Delhi, Bombay, and Madras. They were ^marching 
roads”—to march soldiers to the point of danger. This is the 
reason why they were put in “the charge of military boards, one 
for each presidency” till 1855, when they were given over to the 
Public Works Department to manage. 

Today India possesses 75,000 miles of metalled roads—cement¬ 
ed, bituminous and macadamized—and 165,000 mifas of unmetalled 
toads The total milage of 2,40,00018 too little for a country of India’s 
size and population. Out of this milage only 1.26,000 miles are 
motors ble throughtout the year. The following table will show bow 
inadequately India is equipped with roads as compared to other 


countries :— 


TABLE 1 

49 

Country 


Hoad miles per 
square mile of area 

Road-miles per 
100,000 of population 

J apan 

... 

3.00 

684 

V . K. 

... 

2.00 

277 

France 

... 

1.89 

1,392 

Germany 


1.19 

#65 

U. S. A. 

... 

1.00 

2,853 

India 


0.20 

142 


Roads in India, metalled and unmetalled, are too few, both in 
regard to area and population. Her area is 12,10,000 square miles 
and population 346 millions in 1949. The worst served areas are 
those that are either too arid and thinly populated or too rainy and 
jungly with unbridgeable gorges and streams. Assam, C. P. and 
Rajputana are very poorly off in this respect. 

4* Defects in the Road System- After 1855, when the roads 
came in the charge of the P.W D., the influence of railways on the 
construction of roads began to make itself felt. As the railway sys¬ 
tem extended, it became increasingly necessary to build roads to feed 
the railways rather than to compete with them. 1 In spite of this, 
however, “30 per cent of the metalled roads in India are parallel to 
railways and 48 per cent of railways have metalled roads parallel 
with them within 10 miles.”* Such is the tragedy of roads in 

1* Report of the Royal Commission on Agriculture. 

2, Report on Agriculture. p* 370. 

3. Railway Enquiry (Wedgewood Committee) Report 
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India which were built not with an eye to the economic advance¬ 
ment of the country. The Government of India were more anxious 
to build railway® in the last century ; in 70 years no less than 37,000 
miles of railways were laid (a fine achievement) while roads were 
generally neglected till recently. This has been in spite of the fact 
that highway is the first link in the production and distribution of 
agricultural commodities. Unless there are roads to link the 
rural areas ^rith markets the barest subsistence cultivation will 
be carried on by the people. Lands will lie fallow and perishable 
produce will run to waste. Improved roads could convert all this 
waste into wealth but senseless competition with railways should 
be avoided at all costs in any future construction of roads. 

5. Road Finance. The constrution of roads depends on the 
nature of the soil and configuration of land. The severity of the 
eun and rain and the possibility of floods and seepage of water 
have important bearing on the cost of construction. Where labour 
is cheap, kucha roads should not cost much. Free corporate 
labour of villagers might be utilized for building local roads, the 
material and tools needed being supplied by Government. At 
other places machines like a Caterpillar Tractor and a Triple Roller 
At an initial co^t of some thousands of rupees would be able to 
maintain kucha roads at a very low cost. Most of the roads in 
India are kucha and would remain so for years to come They 
are the responsibility of the District Board authorities who are poor. 
To improve and enlarge roads they need generous subsidies from 
Provincial and Central Governments. 

\ Road Development Committee , 1927. It was realized that roads 
l Were altogether insufficient in India. Accordingly a committee, 
consisting of 14 members and presided over by Mr. Jayakar, was 
appointed in 1927 to examine the question of road development. 
The Committee stated that roads in India were becoming a national 
Interest end as such should be the responsibility of the Centre. 
They argued that the direct and indirect income that resulted from 
roads in the shape of customs and excise duties on petrol and motor 
vehicles went to the Central revenues. The additional petrol duty 
also benefited them. It was, therefore, reasonable that the Central 
Government should not only build arterial roads but maintain them 
and release local and provincial funds for local roads. 

The Committee also suggested that railway funds should help 
in the construction and maintenance of roads which would feed 
and supplement them. The Agricltural Commission had suggest¬ 
ed loans for road development but the Road Development Com¬ 
mittee did not favour heavy loans for roads as they were afra ; d 
that these loans might stand in the way of other national-building 
activities of greater importance. 

The Rood Fund . The Road Committee recommended an increased 
•duty of 2 as. per gallon on petrol. The Government agreed to the 
proposal and a Convention was accordingly adopted in the Assembly 
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in 1930. The additional duty was imposed in the first instance for 
5 years. The proceeds from this duty were to be accumulated in 
the Road Fund and grants made out of it annually to different 
provinces in proportion to their consumption of petrol while one* 
sixth of the Fund was to be kept in reserve for ^special grants for 
expensive works and for research and intelligence. A Standing 
Committee for Roads was to be constituted every year out of the 
members of the Central Legislature for advising Government on all 
matters concerning roads as well as recommending grants to be made, 
to provinces. 

The Road Fund or Account was put on a permanent basis in* 
1934. Usually a crore and a half rupees were credited to the 
Fund in a year. Allotments were made to different provinces every 
year. Up to the end of March 1945, the Fund had received Rs. 22| 
crores. After transferring Rs. 4*4 crores to the Reserve, R*. 12*& 
crores had been distributed to the Provinces, Rs. 2 2 crores to the 
States and Rs. 07 lakhs to the Minor Local Bodies. 

The Indian Roads Congress . In 1934, the Government created 
a semi-official body, known as the Indian Roads Congress. Member¬ 
ship is open to all qualified engineers dealing with roads. The idea 
was to pool all professional knowledge and experience informally. 
The Congress has more than 1,000 members and holds its sessions at 
regular intervals. Proceedings are circulated to all members. It 
has a number of committees who go deep into questions like bridge 
specifications, test track and soil research. Thus the Congress is 
playing a very important role in the development of roads in India 

As the railways were facing severe competition from motor 
traffic during the ’thirties, the Legislative Assembly passed a resolu¬ 
tion in 1937 that if any province failed to put into operation steps 
recommended by the Governor-General to control and regulate 
motor traffic, the share in the income-tax of that province might be 
resumed by the Governor-General. The same would be the fate of 
the province’s share out of the Road Fund if the Provincial Govern¬ 
ment delayed unreasonably long in spending it. There is, however, 
not much fear for a clash over this between the Central and Provin¬ 
cial Governments as Sir Otto Niameyer made the prosperity of 
railways an essential condition for distribution of income-tax among 
the provinces 

During World War II, particularly at the time of the Japanese 
offensive, it was necessary to build roads of strategic importance 
in operational areas and elsewhere. The provinces were not in a 
position to finance road building. So substantial grants were 
made out of Defence Estimates for this purpose. Since then the 
entire outlook on the roads problem has undergone change. It 
is now realised that the country can have an efficient arterial 
road system only if the Centre takes it over for development and 
maintenance 

6. Roads Administration — The Nagpur Plan* Roads were 
previously a provincial subject and were divided into provincial 
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and local roads. About 1 >78,000 miles of roads were maintains 
by Local Bodies, while the P. W. D. maintained about 48,000 mill 
of roads. In addition, 18,000 miles of roads were maintained b 
municipalities. 

In 1943 the Government of India convened a conference of Prc 
vincial Chief Engineers at Nagpur at the instance of the Indian Road 
Conferenre to consider ways and means of road-development in th 
future. The result of the deliberations of the conference was 
10-year plan of road development known as the Nagpur Plan. 

The Conference classified roads as National Highways, Provir 
cial Highways, Major District Roads Minor District Roads, an 
Village Roads The plan was based on the estimated requirements o 
India for the first 20 years of the post-war period. The objeetiv 
was a balanced development of roads so that every village cam 
within easy reach of a road. The estimates of cost and mileag 
of this plan are given in the last section of this chapter. Due to 
partition and the paucity of funds however, the contemplate* 
milage of national highways has been reduced to 14 000 miles 
About 500 important bridges are also to be constructed under thi 
dlan, 22 of which will be more than 3,000 feet long. 

The proposed National highways will follow the existing trunl 
roads. The surfaces vary from cement-concrete to ordimtn 
macadam. They will connect capitals of Provinces and States, port* 
and large towns. They will also Jink India with foreign eountriei 
e. Burma, Nepal and Tibet. Besides they will include roads o 
strategic importance for the country. 

Then there are Provincial highways, which will serve as th< 
main arteries of commerce within a province. They connec: 
district headquarters and important cities with National highways. 

Next below in importance are District roads, which will connec 
areas of production and markets with one another or with highway* 
or railways. Manv of them are at present unmetalled and remain 
closed for a long time during the rainy season. 

Last in the category are village roads connecting villages with 
one another or with district roads or National highways. 

From 1st April. 1947, the Central Government has assumed 
financial responsibility for construction and maintenance of National 
Highways and the subject has been included in the Constitution of 
India. 

The Provincial Highways are generally under the Provincial 
P. W. D. There are several circles in every province each 
administered by a Superintending Engineer, under whom are 
divisions and sub-divisions. The District and village roads are 
still th© responsibility of Local Bodies. This arrangement 
has not been very successful, as the resources of the bodies are 
very scanty and they are ill-equipped to undertake this heavy 
task. This is the main reason why roads in the rural areas are nade- 
quate and poor* 
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As a result of the recommendations of tue Nagpur Plan, 
the National Highways are to be administered by tm impartial 
Road BoaTd which will co-ordinate road planning and provide 
research and technique. The centre will also help in the procurement 
of machinery, raw materials and trained engineers. 

Obviously the provision of Road Funds is a Very cumbrous 
process. The finances come from a variety of sources : (i) through 
petrol tax collected by the centre ; (it) motor vehicle taxation by 
provincial governments; (m) allocations from funds of local 
boards ; and (iv) loans. This is defective as enough funds do not 
come forth. 

7. Rail vs. Road Competition. There is no doubt that road 
transport is considerably cheaper than railway transport. It does 
not need huge stations and expensive staff. The cost of building and 
maintaining roads is largely defrayed by the tax-payer, not the 
owners of motor vehicles. Besides, road-haulers are small people, 
not conversant with correct accountancy practices. Hence the rates 
they quote are often uneconomic and irresponsible. The Depression 
that hit India along with the rest of the world in 1929 resulted in 
a great deal of traffic being diverted from railways to roads, so much 
st that the railways could not earn enough to pay the interest on 
capital at charge or their annual contribution to the general revenues. 
The Government was, therefore, compelled in 1932 to appoint the 
Mitchell-Kirkness Committee to conduct an enquiry into the rail¬ 
road competition. The Committeo reported in 1933 and recom¬ 
mended a stricter regulation of motor traffic as one of the measures 
to remove the competition. They also suggested the ere it ion of a 
Central Advisory Board of Communications. Accordingly, in 193*5, a 
Transport Advisory Gouncil consisting of the Ministers m charge of 
roads m the provinces was formed. A new Department of Com¬ 
munications was also created as had been recommended by the 
Acworth Committee and later by the Roid Development Committee. 
The new department was put in charge of railways, roads, waterways, 
aviation and posts and telegraphs. 

In 1937, the Wedgewood Committee also considered the rail¬ 
road competition problem and recommended protection of railways 
against the unfair competition of roads by controlling, supervising 
and licensing motor vehicles. They also stressed the importance 
of railways participating in road traffic. ' 

The Motor Vehicles Act was passed in 1939. Its object was to 
control and co-ordinate road traffic. Regional Transport Authorities 
were to be constituted in each province to control motor vehicles 
which were to run under permit, to carry no more than the prescribed 
number of passengers or load, to run within fixed speed limits, and 
to work not more than 9 hours a day or 45 hours a week. After June, 
1943, all motor vehicles were to be insured compulsorily for third 
party risks. Any infringements of the above regulations were visited 
oy big fines. This Act is a very important piece of legislation and 
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codifies regulations for the safety and comfort of passengers and 
goods. It has been deservedly styled the ‘Highway Code 1 for India. 

8. Co-ordination the only remedy Co-ordination means 
adjusment of different kinds of transport facilities to public needs 
eliminating in the process unnecessary duplication and consequent 
waste of time, money and energy. There is ample room for both 
roads and railways as well as water*and-»ir-ways in this country. 
They must work in • harmony for the good of the country. 
Voluntary co-ordination is impossible from the very nature of th© 
thing* Wholesale nationalization of all transport services is also 
impossible in the present set of circumstances The only feasible 
alternative left to be adopted is statutory regulation of transport 
services in India so that they do not overlap each other and work 
in their own spheres. Unfortunately transport services have had a 
haphazard growth without a plan, so it is not an easy job to fix 
them to their spheres. 

Efforts at co-ordination . In order to stop the ruinous compe¬ 
tition against railways the Central Government enacted the Motor 
Vehicles Act to regulate and control motor traffic. The provinces 
had adopted a laissez faire policy which gave India an unorganized 
and inefficient type of road transport. This policy, as the Wedgewood 
Committee remarked, was giving India “the worst of both worlds— 
unprosperous railways and inadequate roads”. It Is not certain 
yet whether the Motor Vehicles Act will protect the railways against 
unfair competition. If not, further steps will have to be taken to 
strive for the “unattainable” 1 perfect co-ordination. 

The Motor Vehicles Act is expected to eliminate the unfair 
competition against railways and incidentally to safeguard the life 
and property of the passengers and make road-traveiting more 
comfortable. At the recommendation of the Wedgewood Committee 
the railways started participating in road transport and opened 
some motor out-agencies at railway terminals to hill stations where 
they did not go. Speeding up of trains, running of frequent diesel 
coaches, and provision of amenities for lower class passengers would 
help the railways to meet road competition. Cutting down of 
expenses by retrenchment of unnecessary posts, progressive India oi- 
zation and lower grardes of pay in the higher cadres woud also assist. 

9. Spheres for Different Transport Services. So far nothing 
has been done to detine the sphoies of different forms of transport 
The achievement of lasting success is impossible without that. 
Railways ean carry bulky goods and long-distance passengers at 
cheap rates; while motor vehicles will transport goods of a perish¬ 
able nature and passengers for medium and short distances. As far 
as possible motor transport should be made to confine itself to 
running on feeder roads; otherwise as Sir Guthri Russel said, “If 
motor lorries are allowed to carry the highest rated goods, or to skim 
the cream of the traffic, the result must be a raising of other rates.” 


!• Wedgewood Railway Enquiry Committee. 
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^Regional Transport Authorities in different provinces should issue 
Licences on the zonal system, so that public vehicles run only on 
{prescribed roads. 

The War Transport Department has been followed by a Commimi 
-cations Department, This department looks after the development 
;»nd co-ordination of all forms of transport* Railways are, no 
doubt, a Central charge while roads are a provincial one. In th# 
long run, their interests are the same, though they might seem to 
♦clash occasionally- The Central Government have undertaken the 
liability of b'ui|$ing and maintaining National Highways and left the 
provinces to construct feeder roads in the districts. 

It is not suggested that railways should be bolstered up ; but 
as they are a valuable national asset with- an investment of Rs. 800 
icrores, they must remain solvent and at the same time provide all 
possible conveniences to passengers. If they are involved in deficits, 
the additional burden will fall on the tax-payers. To allow cut¬ 
throat competition between roads and railways and have the latter 
^ruined would be cutting one’s nose to spite one’s face. It is essential 
to make them complementary to avoid waste. There is an urgent 
need to expand roads as has been proved already but the new con¬ 
struction should help railways rather than compete with them. 

10. The Zoning Scheme of Co-ordination. To meet India’s 
growing needs of agriculture and industry a systematic development 
of her transport lines is needed, but this can be done only after the 
problem of co-ordination has been tackled successfully. To solve 
this problem the Government of India have promulgated a rail-Toad 
co-ordination scheme "which aims at unified control of transport and 
its development” with a view to preventing the pre-war unregulated 
cut-throat competition, to stop rate-wars between roads and railways, 
and to eschew unnecessary duplication of services. 

The method adopted is the formation of joint companies 
in which road-operators, railways and provincial Governments 
will be shareholders in fixed proportions. This scheme has been 
already given effect to by some provincial Governments. The 
Government of India have passed the Road Transport Act, 1948, 
empowering provincial Government# to incorporate, regulate and if 
necessary, wind up Transport Corporations. 

Zoning will reduce wasteful competition and bring about rail¬ 
road co-ordmation and has many points to commend it. The fear 
that it might smother the healthy development of road traffic and 
bxing about domination of roads by railways is largely misplaced. 
An alternative suggestion put forward by the India Roads and 
Transport Development Association also deserves consideration. 
The Association recommends the revision of railway fate structure 
by increasing ‘the rates on heavy traffic and reducing those on light 
goods. This will certainly enable railways to compete against nu % t 
traffic to a certain extent but will not be effective enough to meet 
ihe situation* 
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' 11 Natfonalizfttien i of ftbxd Trautport. If ire examine Ht» 

experfence in rail road competition in other countries,' ive find Hist 
everywhere coordination has been introduced with a vie# to ft&k 
an end to unregulated com petition through some form of control' of 
road-transport. It is being realised that there can be only oit# 
form pf rate structure with co-ordination. Wages, hours end G<W« 
d^tions of work aie difficult to regulate, but th$y a$& essential 
even though a very large number of road-hauvliira isj^nc^tmd* 
TJie device of taxation has also been used to regulate competition 
between rail and road transport, but alone it cannot solve the 
problem. 

Nationalization of road transport is a remedy which has been 
recommended and is being employed in some countries. Her© the 
greatest difficulty is that arising from human reluctance to face 
piajor changes. Besides, vested interests dig their toes in and 
refuse to budge. Governments hesitate in introducing measure©* 
which might mean loss of votes. In India there is a keen demand 
for the nationalization of road transport on the part of the general 
consumer. He is convinced that the Government will provide 
better service and more amenities at reasonable rates. He is also 
aware tjhat the profits gained would either reduce his burden orenable 
the State to be more-liberal towards the nation building depart¬ 
ment 


As a consequence the States of Bombay and Madras have 
nationalised road transport partially. The Punjab (i) is also 
making experiments on some of its routes. The bus service between 
Poona and Ahmcdabad is being operated by the Government, In 
the city of Madras, Delhi, Amritsar, Jullundur and elsewhcie the 
Governments are operating bus service The Amritsar-Jullunder 
route was also nationalised but w r as later on thrown open to 
private bus-hauliers. In deference to the pressure of public opinion 
Government operations on this route have been taken up again. 

12. Roads during the War. On both the eastern and western 
frontiers of India there was a considerable expansion and improve¬ 
ment m roads. Assam and the hiJis bordering on Burma have had 
a network of roads laid for carrying military traffic. A road on the 
N.-W. Frontier connecting Pathankot with Jammu was built to 
render military help to against Pakistan. The cantonment 

area roads were improved and expanded all over the country to 
train army drivers. 

There was a great reduction in civilian traffic due to *a) petrol 
rationing; (6) sale of motor-cars and lorries to the army for train¬ 
ing purposes ; and (c) fall in the imports of motor vehicles from 
abroad. ESorts were, however, made to find alternative sources 
of power to replace petrol. Producer gas was found to be fairly 
useful and designs for the construction of producer-gas plant were 
supplied to the factories producing them. It was estimated that 
1,000 motor vehicles converted to the use of producer-gas could 
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<evc galkm* of petrol in a year. - By MMfi,' 85,000 

vehtetes were mnwrted to ptw&m0r+g&& at h total coat of fto; & 
nrorn ifcd giving a saving of 30 milkm gallons of pdfcrel a mh 
In pmUwm ymm too producer-gas lorries and trucks hatf# uee*6 
wmiobg ion th&toads doe to petrol rationing. The consequent saving 
ifa pdfcrol has bean of considerable help tothe country and ltos'toyec| 
foreign exchange. * * r ' A 

13. Roads in Post-War Times. The importance of tlbe dswtop-! 
mmt of roads tor the trade, industry and agriculture of India to tpyr 
ftother has fcton sufficiently stressed. The fWWe Mr. JParker; 
Britos 5 “If India is to progress towards greater prosperity, the first, 
essential is the provision of an adequate network of roads.” The 
Government 1 seems to be alive to the problem, On 3lst July, 194‘j r 
the Consulting^ Engineer to the Government of India placed before 
the Standing Committee for Roads information about steps taken 
by the Government about post-war planning for India. 

In 1944, an ambitious and comprehensive 20-year plan was 
promulgated by the Nagpur Report for 400,000 miles of new roads 
in the post-war period. The proposed financial provision is as 
follows:— 


(1) National Highways 

.. Ks. 47 

crores ., 

22,000 mile* 

,, trails 

.* „ 3 

»> 

3.000 „ 

(2) Provincial Highways 

.. „ 121 


65,000 „ 

(3) District Beads (major) 

• • „ *2 

»» •:* 

60,000 „ 

„ (other) .. 

... „ 80 

„ 

100,000 „ 

(4) Village „ 

.. „ 30 


150.000 „ 

Arrears of war years 

... „ 10 

»» *•* 

. . 

Bridging 

... „ 45 

»» 

. * 

Land acquisition 

... „ 50 

_ *> •** 



Total 448 eroreg 400,000 miles. 


Complete integration was planned to assure communications 
bewteen urban and rural areas. It was visualized that India would 
have an efficient road system within 20 years. The partition of 
India, however, dealt a severe blow to all these plans which were 
laid under different conditions. Inflation and soaring prices 
stood in the way of quick expansion. Still the Government of 
Tndi i announced their intention to undertake ihe construction 
of 13,3000 miles of national high wavs during the next few 
years. They will plan and control national highways which wilt 
link provincial capitals and also design and site the major bridges. 
The other kinds of roads will have to be developed by the provinces, 
controlled by the Centre, 

There are many gaps within the network of railways which 
only road transport can fill. Motor transport will serve the rural 
population as well as trade and industry in the country. It will 
penetrate into the remotest villages and connect them with the main 
transport system and develop marketing of fruit and vegetables* 
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IndiA has, however, very few motor vehicles compared to her 
Tast needs. In relation to road milage, India has only one motor 
vehicle for every two miles of road* while D. K. has more than 14 
vehicles and U.S.A. about 10 vehicles for every mile of road« 
Progress of motor transport is not possible till India establishes 
motor-car factories for herself. Two joint stock companies, Hind 
Motors and Premier Automobiles, have been floated, but so far the 
progress has not been quick enough. India has all the raw materials 
needed—steel, leather and rubber. Strict Government controls and 
a heavy import duty will help the growth of motor industry. The 
only important thing lacking is trained technical skill. This is why 
•contracts have been made with foreign motor concerns,like Chryslers, 
for help. Indian factories should not be mere assembling concerns, 
but should gradually make spare parts, machines and engines. 
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CHAPTER XXIV 

TRANSPORT IN INDIA—WATERWAYS AND AIRWAYS 

1. Waterways. Transport on water has a long history behind 
it. The Phoenicians and Romans carried on trade for thousands- 
of years in oared galleys. Indians and Arabs distinguished them* 
selves as carriers and traders in old times. Water has always 
formed a great highway for trade. It is cheap ; it needs no special 
expenditure on docks and quays. 

Indian waterways transport is of two main kinds : («) river 
transport and ( h ) Coastal or Marine transport. 

2. River Transport. This is perhaps the oldest and cheapest 
kind of transport. It does not need a permanent way. It does 
without signals and stations. Navigation canals, artificially con¬ 
structed, stand in need of locks and lifts but they are never so 
expensive as railways. Water transport is useful for the carriage 
of bulky and heavy commodities of low grade like coal, timber, 
raw ores, etc. The cost of transporting these on water is very low. 

Water transport suffers from the drawback of slowness of speed. 
Configuration of the country also interferes with it. For instance,, 
the rivers in South India are no good for navigation purposes except 
in their deltaic stage where, however, the canals are important 
highways for traffic. In their earlier stages, rivers move through 
difficult country which makes them unfit for any kind of transport. 
The rivers in Northern India are navigable for hundreds of milea 
inland. In Bengal and Assam, the Ganga and its tributaries, and 
the Brahmaputra are navigable for miles The Indus and the Ohenab 
were fine streams capable of carrying boats and ships for long 
distances but they are in Pakistan now. 

3. Comparison with Foreign Countries. Many countries in 
th world have a well developed system of inland water transport. 
The U. S. A. and Canada have fine systems of lakes and rivers 
linked together by navigation canals. The lowland of North France, 
Belgium and Holland have a fine network of canals linking up the 
navigable rivers. It is possible to travel from the Mediterranean sea 
to the English Channel or to Bordeaux by water. In France on dues, 
of any kind are charged for the use of canals. Germany, too, has 
a thoroughly planned system of navigation canals used for carrying 
large quantities of bulky goods. England’s rivers are navigable* 
but her canals have been ruined by the competition of her railways. 

Indian rivers in the North have sufficient water throughout th© 
year to carry heavy boats. They were largely used for transporting 
passengers and goods in Hindu and Muslim times. In British times, 
they were neglected, because the State was vitally interested in 
railways. The competition from railways reduced transport on 
rivers to the barest minimum. There is ample scope for the 
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development of both railways and waterways in a vast country like 
India. The Industrial Commission pointed out in 191S that “the 
vested interests of the railways have prevented waterways in India 
from receiving the attention that has been given to them in other 
large countries with satisfactory results.” Many examples of the 
unfair competition offered by railways to waterways were laid 
before the Acworth Committee who suggested an enquiry into the 
the matter. 

With the heavy pressure laid on railways by the last war 
emergen* y, the War Transport Department tried to develop 
alternative means of transport. Measures should be adopted to— 

(а) improve the navigability of rivers, 

(б) construct new artificial waterways, and 

(c) progressively use steamers, tugs and power-driven barges 
in addition to country craft. 

It will have to be admitted, however, that the main obstacle 
in the way of the development of Indian waterways is their own 
condition which has in cases deteriorated due to the opening of 
irrigation works. As far as possible irrigation canals should be 
usable for navigation purposes too. 

4. Efforts at Development of Inland Navigation : The 

Govminjent of India are anxious to explore to the fullest extent 
the possibilities of organizing a water borne goods traffic*. Rising 
silt and sand deposits in the Hooghly are threatening Calcutta’s 
maritime position. Hence a ship canal from Diamond Harbour to 
Kidder pore Docks is proposed. Resides, a River Research Institute 
has been^et up at Poona to study the problem of maintaining the 
rivers in good condition. This is in addition to the Central Water¬ 
ways, Irrigation and Navigation Commission (Owinc) established to 
correct the mistakes of the past in tin's direction. 

The question of the development of inland water transport on the 
Ganga system of rivers was discussed at a Conference in August 1949, 
A preliminary survey in respect of river traffic between Allahabad 
and Buxar (225 miles) has been made and there are other schemes 
carry goods traffic on the Gogra up to Bahramghat. on the 8one up 
to Ohopan, and an the Gandak to Chittaunighat. Damodar valley 
schema also envisages the digging of a canal for navigational 
purposes. From these various measures it may be concluded that 
the Ccntrel and State Governments are keen to develop water borne 
traffic in India. 

5. Marine (Coastal) Transport. In the pa$t there was 

uncontrolled competition between railways in India and coastal 
traffic. The National Government is now wide awake to the need 
for zoning traffic and a proper development of coastal traffic 
-expected. 1 
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India* had a sea-board of over 40,000 miles and a vast foreign 
-trade of over Re. 600 crorea in normal times before August 1947, 
And she had no more than IJ l&bh tone of shipping to shoulder the 
burden. This cm me to a hare 0*24 per cent of the total world 
shipping as against the U K,, the U.S A. and Japan’s 25*9, 17 29 and 
8*1 per cent, resj>eotively. This was mainly due to the fact that the 
Government of India had always offered a cold shoulder to the 
growth of Indian shipping. The Government found it impossible 
to render any help as they felt afraid of British shipping interest® 
suffering from Indian com petition. 

The Government of Republican India has declared its policy 
progressively to increase the share of Indian ships in the coastal 
trade Proposals are under consideration to secure steamships for 
operation on the coast. Besides, a Sailing Vessels Committee was 
appointed in 1949 to report cm steps to be taken for the develop¬ 
ment of sailing vessels traffic in Indian coastal waters. When imple¬ 
mented this will give a fillip to the coastal trade of the country. 
India is deficient in mercantile marine. To provide facilities for 
training officers and crews a Nautical and Engineering College has 
been established at Bombay to train marine engineers; When there 
is a sufficiency of tonnage to meet the demand, the Government Will 
not be averse to reserve Indian coastal waters for Indian ships. 
In the mean-time they are trying to stimulate coastal traffic in 
Indian ships through patronage. 

6. Efforts to Improve Indian Shipping Conditions. The 

Indian Mercantile Marine Committee in vain recommended the re 
servation of coastal waters to Indian shipping in 1923. Mr. S. N. 
Haii’s Coastal Reservation Bill could not become law nor did his 
Bill for the Abolition of Deferred Rebates meet wrth any better fate. 
Sir Abdul Halim Gha^navi’s Coastal Traffic Bill, which only wanted 
to rogulate : unfair competition, was also shelved as being “unnecessary 
and likely to promote a mania for shipping companies.” The recom¬ 
mendations of the Mercantile Marine Committee made with a view 
to create and encourage an Indian marine were turned down by the 
Government except the provision of a training ship ( Dufferm ) at 
Bombay for training Indian cadets. Before the war the Govern¬ 
ment felt anxious at the competition offered by Japanese and 
German ships in Indian waters and were proposing to' legislate 
against them when the war intervened. 

During the recent war, the Royal British Navy having its 
hands full in the other theatres of war, the vulnerability of India’s 
position was glaringly revealed. Millions were starving in Bengal, 
and India had no adequate shipping of her own to transport food % 
supplies for them and had to let them starve. The Government 
of India realized the gravity of the situation and pledged themselves 
to a policy of assisting in the development of an Indian mercantile 
marine. The Government appointed a Reconstruction Policy Sub¬ 
committee which submitted its report in April, 1947. It reeornm* - 
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^nded a strong national policy of shipping and fixed a target of 
lakh tons gross by 19.50 and 20 lakli tons in the long period of B 
years. They advocated that India should secure cent per cent of. 
her coastal trade, 75 per cent of her trade with Burma and Ceyloni* 
and 50 per cent of her overseas trade. * 

Since August, 1947, when India became an independent 
dominion, the Government have been making strenuous efforts 
to improve marine transport In a year and a half the gross 
shipping tonnage has increased from l j j lakh tons to 3 lakh, 
tons. A fully equipped dockyard has been built at Vizagapatam 
which has turned out Jal V&ha and Jal Prabha —two steam¬ 
ships of 8,000 tons each. More are under construction. Plana 
are being made to set up three shipping corporations with a capital 
of Re. 10 crores each, Government subscribing 51% of it or more if 
needed. 1 

The Government of India have realised the vital role that 
Indian Shipping has to play in national and international trade and 
in the defence of the country. They are, therefore, extending all 
kinds of patronage and assistance to national shipping. Accordingly 
a Directorate Genera] of Shipping has been appointed in Bombay 
under the Commerce Ministry with the object of co-ordinating the 
Indian Shipping Policy As the Vizagapatam shipping yard was 
running at a loss, the Government has decided to subsidise the 
ships constructed there. Besides a Government sponsored Eastern 
Shipping Corporation has been established and Mr. C. H. Bhabba, 
previously Commerce Minister, has been appointed its chairman. 
This is the first positive step taken to achieve the target of 2 
million tons set by the Shipping Policy Committee. The Government 
are serious in their objective of securing a fair share of India’s 
foreign trade in Indian bottoms and in having the Indian flag flying 
in the seven seas of the world. 

The Goverrment are determined that in future freight wars will 
not ruin Indian shipping industry. As a result Indian {Shipping 
Companies are providing services of a higher standard between 
India, and Europe and N. America. It is expected that with bold 
Government backing Indian Shipping ^Companies will prosper in* 
the future. 

7. Indian Seaports. India has now a coastline of over 2,500 
miles m length, but the number of seaports is small. Ninety per cent 
of sea-borne trade is centred in the four ports of Calcutta, Bombay, 
Madras and Vizagapatam. With the loss of Karachi after partition, 
there is np big port left along the 1,000-mile-long west coast 


1* Costs of constructing stipe m India are much higher than in England, 
To encourage the industry Government will have to help with subsidies. She 
will also have to come to the rescue of Indian shipping companies at a time* 
when rebate wars ere opened as happened in April U49 when the Dutch*' 
started such a war, „ 
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to serve a vast hinterland. So Kandla and Okha have been 
selected to be converted into major ports. They are natural^ 
sheltered harbours. Kandla has over 30 feet depth of water and is 
best suited to replace Karachi. It is only 656 miles from Delhi 
Vizagapatara on the east coast has a great promise in the future g 
while Okha lies in a strategic position on the extreme point of the 
Kathiawar Peninsula, readily accessible to large ships in all seasons 
of the year. 

In their anxiety to provide all-weather ports on the western 
coast for ships of all sizes, the Government of India appointed a 
Major Port Development Committee to recommend sites for such, 

• ports. The Committee recommended the development of Malpe on 
the Mormugao-Cochin coast for the accommodation of ships of all sizes 
in all seasons and to provide an outlet for the industrial products of 
Mysore State The recommendation has been accepted by the 
Government but the development of this port has been deferred 
due to financial stringency. In the meantime minor ports like 
Mangalore and Cochin are to be improved. A National Harbour 
Board is being constituted to advise on matters or general policy 
relating to port development. 

8- Aviation in India. Plying began in India in 1911 when a 
few exhibition flights were given at different places. The war 
demonstrated that India had a fine geographical position as a link 
between Europe, the Far East and Australia. The real progress 
in civil aviation began in India after World War I, but the Govern* 
ment of India were inert in the matter and provided only a few 
landing grounds for foreign aviators. In 1927, the Civil Aviation De¬ 
partment was formed, civil aerodromes w T erc established and Flying 
Clubs founded. In 1929, India was linked with London by a regular 
weekly air service. In 1932, Internal air services were opened to 
Allahabad, Calcutta and Colombo by Tata Airways Ltd. The 
Indian National Airways Ltd. was established in 1933. The Indian, 
companies got contracts for carrying mails. In 1938, there were 
nine external air services operating every week across India and pro¬ 
viding direct air communication between India and Europe, Africa 
and Australia. During 1948, 15 lakh air-miles were flown. 

With the outbreak of World War II the development of avia¬ 
tion in India was remarkable. The civil companies had to give up« 
their normal traffic and had to cater to the »defence services. More 
aeroplanes were purchased, new services were started and their 
frequency was increased. An aircraft manufacturing factory was 
started at Bangalore for the mass production of aircraft. At the end 
of the war, India possessed a very large number of aerodromes- 
scattered all over India. 

The following comparative figures of air transport statistics:* 
Will indicate the rapid strides that civil aviation has made in India, 
during the past two years ending June 30, 1948. 
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1947 

1948 

Miles flown (in millions) 

7-5 

12(5 

Passengers carried 



(in thousands) 

189 

315 

Freight (in million lb) 

2 -3 

62 

Mails ( „ „ „ ) 

1*4 

1-8 

"Total Load including 

10*9 million 

17 - 1 million 

Miscellaneous 

ton miles 

ton miles 


The war gave India an opportunity to create a number of air 
squadrons daily increasing in number. A good deal of propaganda 
was carried on in colleges in India to secure recruits of the right 
physique and qualifications. Lord Linlithgow came to the conclusion 
in 1943 that the Indian Air Force was expanding rapidly into a 
formidable weapon. The strength of the Indian Air Force has been 
rapidly increasing after the parti ion and rightly so A strong air 
arm and an effective navy are urgently needed for maintaining 
India’s liberty. 

The Progress of Aviation Aviation is receiving the direct 
attention of the Government of India. There are at present 7 Indian 
Companies operating 27 internal scheduled services. Air-travelling is 
becoming very popular as is evident from the table given above. 
Unfortunately due to heavy operation costs and the running of 
services on some unremunerative lines most of the companies are 
working at a loss. In order to assist them the Government have 
given them a subsidy of 9 annas per gallon in the custom duties on 
aviation petrol. 

The Government have adopted another measure to help com¬ 
panies by giving them the privilege of carrying air-mails by night. 
Through such help Indian aviation is rapidly entering the inter¬ 
national field and is working services to Europe, Australia and the 
Far Fast. Bilateral Agreements have been signed with Siam, Iran, 
Egypt, Switzerland, Australia, Phillipines and Ceylon. 

j Santakruz, Palam and DumOurn are being converted into first- 
class, well equipped air-ports. New airodromes are being constructed 
at various other places like Calicut, Ajmer, Vellore, Surat etc. 

The Ptahs for Civil Aviation. A movement is afoot in the U.K. 
to.press the British Government to take action to adopt a concerted 
British Empire scheme to provide a virile, up-to-date and highly 
-Organized air system and to create an Air Board with representatives 
from the Dominions. It is realised that another world war may be 
kept back through the development of air power. India must be a 
great air-faring country for safety’s sake. The importance of civil 
-aviation in this direction cannot be exaggerated* 
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The Federation of Indian Chambers of Commerce tome time 
ago passed resolutions pertinent to the point in question* They 
wanted that the Government of India should see that in the internal 
air services the ownership, control and management of such air 
-concerns as were licensed or given subsidies, should be Indian ; that 
Indian interests were not sacrificed for the development of inter* 
national aviation; that adequate facilities were provided for the 
training of Indian pilots ; and that India was not excluded in any 
future Empire training schemes as she was in the Canada scheme. 

Another step in the right direction was the erection of a full- 
sized factory equipped with all the latest machinery from the U S.A. 
to manufacture aeroplanes at Bangalore. This was meant to provide 
not only employment for some thousands of skilled workers and 
technicians but also to stimulate the growing aluminium and other 
ancillary industries in the country. The factory was taken over by 
the Government for military reasons and was used* to r pair planes 
and assemble parts. So long as provision is not made fo** the nro* 
duction of aero-engines in the country, Goverement planning for the 
development of civil aviation in India will remain incomplete in one 
very essential matter. Nationalist opinion cannot be satisfied 
merely with the construction of aerodromes without aircraft. 

Ground engineering is another important desideratum. It 
includes th^ provision of all kinds of facilities, as meteorological and 
wireless stations, night landing facilities, and cement runways with 
expert ground engineer service. 

A yellow paper was recently published by the Government 
giving their plans for post-war civil aviation. The air services are 
proposed to be divided into (1) International services, (2) Trunk 
Lines, and (3) Feeder Lines. 

India has ratified the International Convention on Civil 
Aviation. The international services will link up with the Indian 
services at Delhi and Calcutta. India will play its legitimate part 
in these plans. 

The Government of India will take initiative in the planning 
and organization of the Indian Air Trunk Services which wii 1 cover 
10,500 miles involving a flight of 7$ million miles a year, through 
the maintenance of one return service a day between important 
points in India. In addition to passengers the services will carry 
man and freight, the object being to bring flying to the middle 
classes, to make it popular and earn profits. 

The feeder lines will be left entirely to private enterprise but 
no air transport service c ould be operated without a licence from a 
Licensing Boord which will carefully examine the financial and 
technical aspects of every scheme. 

State aid may be given in rare cases when the operator reaches 
-a better standard of efficiency than the one laid down but cannot 
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teach the target revenue in spite of his efforts to reach the “target 
Operation costs.’* The principle is unexceptionable. 1 

Schemes have been prepared for the training of technical 
personnel for aviation, including pilots, engineers, radio-operators 
and groundsmen. 

The Civil Aviation Plan also envisages aerodromes spread ovep 
the length and breadth of India. Out of these 91 are already in 
existence and only 20 more are to be constructed. Seventy-eight 
will be equipped with night flying facilities It has been decided to 
construct these aerodromes so as to serve- 

46 cities with a population of over a lakh 

29 towns „ „ of over 5J ,000 and 

36 „ „ ,, of less than 51,000. 

The only drirwback in the Government plan and this draw¬ 
back is a material one—is that the Government are not planning 
for the construction of aero-engines and planes in India without 
which aviation cannot achieve the desired success. Thus it is clear 
that there are three essentials for the successful running of air 
transport, namely— 

(i) a sufficient number of airplanes. 

{%%) properly trained groundsmen and flight personnel, and 

(Hi) a sufficient number of well-equipped airfields. The 
Government of India are trying to expand its activities in all direc¬ 
tions They have laid down that all mails where possible would 
be carried by air while the increase in rates has been comparatively 
small. 
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5 Road Transport in India -V. V. Ramanadhan, Universal, 
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6. Road and Rail — Herbert Walker. 

7. Elements of Transport, Pitman edition. 
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CHAPTER XXV 

THE TRADE OF INDIA 


The teade of India is of four main kinds: (a) Internal or Inland, 
*(b) Coastal, (c) External or Foreign, and (d) Entrepot or Re-exports 
•of merchandise imported from foreign countries 

A. INLAND TRADE 

1. Importance of Internal Trade for India. Ever since the 
methods of industry, agriculture and transport were revolutionized 
in Europe, trade between different parts of the world has grown 
‘enormously. The Industrial Revolution originated in Great Britain 
and then spread over to the countries of Europe. Goods were 
manufactured on a large scale and markets found for them. Thus 
the raw materials and foodstuffs of Asia and America were imported 
in huge quantities and manufactures exported to them in exchange. 
The standards of living and wealth of European countries advanced 
rapidly while tropical countries producing primary commodities were 
left behind, although their lot also improved a little. 

To a large extent the same mutual inter-dependence persists 
to-day. Countries like U. K. and Japan import raw materials and 
with their machinery and trained labour convert them into manu¬ 
factured goods and export I hem back at a vast profit to themselves. 
Hence external trade is the mainstay of their prosperity ; nay, they 
depend on it for their very existence. Without raw materials and 
foodstuffs from abroad they woll not only lose their pre-eminent 
position but very likely their huge populations will starve. Theirs 
is thus an unnatural, lop-sided economy 

The case of India is different She resembles U.S.A. in this 
respect. Her internal trade is many times larger than her external 
trade. Even if we exclude the movement of goods inside the pro¬ 
vinces and States, we find that the volume of her internal trade is 
more than ten times larger than her sea borne trade. ‘‘She is a land 
of such vast dimentions, great population and rich variety of pro¬ 
duction within her own frontiers that she can well afford to work on 
an ideal of self-sufficiency.” India is a sub-continent. She has a 
huge population and therefore an immense, self-contained market. 
Her natural resources are vast and varied. It is then reasonable to 
expect that with the improvement of her means of communication 
and progress of her large-scale industries, her internal trade should 
steadily grow in volume. 

Unfortunately, the internal trade of India has not received the 
same attention as her external trade. For one thing the foreign 
Government in India was more interested in propagating external 
trade. The Indian railway rates and policy also favoured the latter 
at the expense of the former. Secondly,. India until recently was 
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& debtor country. She had to have a favourable balance of trade* 
amounting to more than Us* 30 crores a year. 

Recently the attention of Indian economists has been drawn to* 
the internal trade of the country. Prof K. T. Sbajb has laid great 
stress on the trade between regional units on a national plane with 
rationalized production and distribution all over the country 1 . Prof. 
Naidu says that “a large country like India -with its Varied 1 paten! 
tialities can afford to develop her internal trade and give the external 
trade a definitely minor place”, 2 Prof. Ramaswamy puts forward 
planning of food, raw material and manufactures on the basis of a 
‘/zonal system.”* “India has a home market for local producers 
and manufacturers which, if properly developed, would reduce our 
dependence on foreign markets to the minimum,” 4 says Prof. Sen. 

No statistics are available to gauge the volume and character 
of internal trade in India accurately. Figures regarding Rank 
clearances do not provide us with a reliable index of either the 
value or the extent ot the internal trade of India as they do in 
other countries. Nor are the railway statistics any more depend¬ 
able for this purpose. The amount of goods carried by railways 
largely depends on the prevailing conditions of trade and on the 
competition from road services. Besides we do not know the 
proportion which railway traffic bears to the total volume of internal 
trade at counted for by all transport agencies including bullock-carts. 
Hence our estimates of internal trade can only be based on surmises. 
The N.P C.*s Sub Committee on Trade, basing its estimates on Prof. 
K. T. Shah’s findings for 1921*22, came to the conclusion that 
“it would be safe to assume that our internal trade is not less than 
Rs. 7,000 irores. This figure may be contrasted with the size of our 
external trade which is about Rs. 500 crores”. This estimate was 
made in 1940. Since then the effects of inflationary trends on 
prices, economic controls and other exc eptional factors must have 
greatly changed the total value of the internal trade, but the general 
outline of the picture as presented by the N P 0. remains the same. 
We can safely conclude that judging from various indications such as 
the consuming capacity of the vast population, the excellent geogra¬ 
phical distribution of agricultural crops, forest produce, mineral pro- 
duels and allied industries in different parts of the country widely 
separated from each other and the peculuir triangular shape of India 
surrounded as she is by high mountains and deep oceans, the internal 
trade of India is huge in proportion and has vast possibilities. 

Some indication of the magnitude of inland trade is given %o 
us by the gross earnings and traffic on railways in India. It is- 
seen that while less than 52 lakh wagons were loaded on class I 
railways in combined India in 194^, no Jess than 61 lakh wagous 

K. T. Sbah—Principles of Planning pp. 91-92, 

2. Industrial Problems of India edited by P. C, Jain, P 123. 

3. Ramaawamy—Economic Problems ot India. 

4. Sen—Economic Reconstruction of India p. 364. 
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were loaded in W4# in the Indian Union akm©, which Is 17% tub#©: 
This increase ban com© in a£ifc© of t&e partition of railways between 
India and Pakistan which resulted in a fail oftoii-miles carried from 
26,58$ milMons to 24,597 milliomin the same period* At the same, 
time the gross earnings from both passengers and goods increased 
from Es 215 ©rores in 1046 to Bs. 242 crores in 1949. *■ 

The amounts for the rail apd dyer-borne trade of India also 
give ns a similar idea of internal trad©. They show us that in 1988* 
8® no less than Its. 900 crores Worth of goods passed between th© 
22 trade-blocks in India. During war years the pace of industrial^ 
ization grew to some extent. In post-war years in independent 
India, vast plans of rail and road construction have been laid down 
As they come into effect, and as the engine and wagon position 
improves, the internal trade of India is bound, to increase at speed’ 
Besides, India is a changed India now. Before the partition therp 
were about six hundred Indian States covering no less than 4% of 
the area of the Indian Dominion. Most of them had raised their 
own customs barriers, which restricted the free movement of goods. 
Now they have all been either absorbed in neighbouring provinces 
or have been united into big economic blocks. They have all accede 
ed to India. This step is bound to stimulate internal trade ultima¬ 
tely to heights never anticipated b fore. 

2- Future of Internal Trade. Although complete statistics 
are not available, yet a fairly accurate opinion can be formed ab Ut 
the increasing importance of internal trade in India. With further 
‘ planned ’ development in the means of transport and as a result of 
improved industrializationjntmial trade is bound to grow rapidly. 
The ultimate effects of the policy of protection and industrialization 
would be a decease in imports and an increase in the total internal 
trade of the country. The necessity of having a favourable balance 
of trade has now disappeared. India has not only paid away her 
entire sterling debt, but has a huge amount of sterling assets to 
her credit in London. This foreshadows a greater utilization of 
raw materials in the country and large purchases of capital goods 
from abroad as and when available. It is, therefore, essential that 
our internal trade should be properly planned and developed in the 
future. 


B. COASTAL TRADE 

3. Importance. India is like a pendant amongst the conti¬ 
nents. Her geographical position and long coastline of over 2,5 00 
miles indicate a big foreign trade and an important maritime position 
By rights she should have had a big mercantile marine and a 
large carrying trade Unfortunately, being under the political 
domm&tio . of the U. K.till 1947, her overseas trade as well as her 
coastal trade were dominated by British shipping, in 1089 India 
had only a lakh and a half gross tons of shipping which was not 
more than. 2% of the world tonnage. Her ships carried a hare 
25 per cent of her coastal trade. Mr. S. N. Haji and others tried. 
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a number of times to more the Government to reserve tbe coastal 
trade for Indian interests but their efforts always ended in failure. 
Due to rate wars and the deferred rebate system Indian shipping 
companies were not able to make much headway against British 
and foreign competition. The Second World War at last convinced 
the Government of India of the urgent need of having a strong 
Indian navy and a large mercantile marine. 

Ports. Although India has a long coastline of 2,600 miles she 
has very few good harbours. The West* Coast ports are closed to 
traffic due to the violence of monsoon for 3 to 4 months in a year. 
~Tbe Gulfs of Cuteh and Cambay and the seaport of Bombay are 
♦exceptions. The East Coast is surf-bound. Madras and Vizaga- 
patam are the only two harbours here and are both atificial hut 
offer a safe berth to ships in all weathers. Calcutta is at a distance 
from the sea and is also handicapped by the sand-bars formed in 
the Hooghly which have to be constantly dredged out. 

To make up the deficiency in ports, specially after the loss of 
Karachi, the Government of India are tring to develop some new 
ports, Accordingly, they have selected Kandla, Okha and Mangalore 
for this purpose. Kandla creek is situated at the east end of the 
Gulf of Catch and is a natural sheltered harbour with over thirty 
feet depth of wa^er. It will serve to replace Karachi, being only 
666 miles from Delhi. Okha is situated on the extreme point o 
the Kathiawar Peninsula. It is readily accessible even to large 
ships at all seasons of tbe year. Vizagapatam is a major port with 
great promise. It stands midway between Madras and Calcutta 
and exports the produce of 0. P. It is now the centre of the ship¬ 
building industry. Its dockyards can build ocean-going steamers 
of about 10,000 tons each. During 1948 two vessels of 8,000 tons 
each, the Jal Usha and the Jal Prabha were built. More are in the 
process of construction. 

Shipping . In 3939, India had only 30 ships with a total of 
less than 150,000 tons gross. This a pitifully small number when 
compared with the size of India, its long coastline and its strategic 
position. The national Government of Tndia have recognized India’s 
weakness in this respect and are trying to rectify this state of affairs 
as quickly as posible. Private companies cannot command capital 
adequate for the purpose. Accordingly they have decided to form 
three shipping corporations each with a capital of Rs. 10 crores. 
These companies will participate in overseas trade. The Govern¬ 
ment are pledged to subscribe 51 % or more of the capital. 

They have set a long-term-target of 20 lakh tons gross of ship¬ 
ping before them. The tonnage was doubled to 3 lakh tons by the 
end of 1948 and steps are being taken to increase it to 6 lakh tons 
by the end of 1950. The Government have also promised to help 
against rate-wars waged by foreign companies to eliminate Indian 
competition. It is very necessary, now that India is free* to develop 
a merchant navy as it jwill ultimately strengthen the Royal Indian 
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1 - t C- EXTERNAL TRADE 

4* A Historical Review. (i) Trade in Hindu Times. As far 
bade as some thousands of years before tbe Christian era, India had 
tmda relations with Egypt, Rome, Arabia, Persia, China ai*d the 
Pacific Islands. She exported fine cotton cloth and other articles of 
great value and small bulk like metalwares and perfumes. In return 
she imported minerals, Damascus blades, Arabian horses, Persian 
wines and gold* She also traded in Ceylon pearls and China silks. 

(it) Trade in Muslim Times. In Muslim times, especially under 
the Moghals, the north-west caravan routes through Kabul and 
Kandahar came to be largely used while the Malabar coast was 
the meeting place for trade from the Far East and the Red Sea, 
During these times the character of Indian trade remained the 
same as before and the imports chiefly consisted of costly articles 
of luxury, “the masses being too poor to buy them/’ 1 Dutch and 
Portuguese records show us that Indian trade had still the same 
k characteristics when she exported fine muslins from Dacca, known as 
Gangetika in Europe England was one of our customers and her 
fine ladies thought it an honour to be robed in India's fine products. 
India was a creditor country ; her balance of trade and payments 
were both favourable to her. Her imports in merchandise were 
less than her exports and imports of gold and silver made up the 
difference. 2 

(in) Early British Times * In the early days the East India Com¬ 
pany encouraged Indian industries and sent to England Indian calicoes 
and spices, but as the 18th century advanced, the entry of Indian 
manufactures into England was either severely restricted by heavy 
duties or prohibited altogether. As the Industrial Revolution got 
in its st?ide, India began to serve as a source of raw materials for 
England and a market for her manufactures. Thus the character of 
Indian trade changed entirely and India began to import goods she 
had previously exported. 

(ud The Beginning of Modern Times , 1864 — 1914. The opening 
of tbe Suez Canal in 1809 is a landmark in the history of India's 
toreign trade. It reduced the distance between India and England 
by more than 5,000 miles, thus halving the time taken by the 
voyage. An additional fillip was given to the trade with England 
and other countries by the laying down of railways in India and 
the linking up of major sea-ports with the hinterland. 

By this time India had become a unified country, at peace 
within and without. Customs birriers which had hindered internal 
trade had largely disappeared. England having thoroughly 
industrialized herself, was now working upon the free trade basis and 
India had to follow suit. All these factors stimulated India's foreign 
trade and resulted in a striking expansion. From Rs. 89 crores in 

1* Moreland— From Akbar to Aura^gzeb. 

2. B. $arain — India Before and ^ince the Crisis, Vol. I. 
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the quinquennium 1864-69 the total trad© increased to Rs. 210 crorea 
by 1899-1904 and still further to Rs. 376 crores in 1909-14. 

(v) The War Period, 2914-1919. During this period both 
India's exports and imports fell off very much as is shown by the 
following table:— 

TABLE I. 

In crores of Ms. (<calculated on the basis of 1913*14 prices ) ! 

Imports Exports Total 

1913-14 183 244 427 

1918-19 63 160 223 

It is seen that imports fell much more than exports while the 
fall in the total was almost 50 per cent. The ratio of exports of 
manufactured goods to total trade improved from 22 per cent in 
1913-14 to 36 per cent in 1918-19. If India had been able to manu¬ 
facture machinery or import it, she could have utilized this 
opportunity to industrialize herself more fully as Japan did. 

Reasons for the fall in trade were mainly as follows :— 

(a) Trade with enemy countries entirely stopped ; while with 
neutral countries it was severely restricted. 

(b) Destruction of vast areas of belligerent countries reduced 
their power of purchasing Indian goods. 

(c) Inflation in some countries had the same effect on their 
trade with India. 

( d ) Lack of shipping accommodation, rise in freights and in¬ 
surance charges handicapped trade greatly. 

( vi) Post-war Period , 1919-29. Just after the war was over 
there was a boom in trade. Indian goods were in great demand. 
"But for the difficulties in railway transport m India and the high 
exchange value of the rupee, our exports would have been even 
greater. As usual, this boom was followed by a- depression when the 
balance of trade became adverse to us in 1920-21 and 1921-22. 
After 1921-22 Indian trade steadily recovered,till normal conditions 
were restored. The table given below clearly enunciates these 
facts :— 

TABLE II 


In crores of Rupees. (Include re-exports , but excludes 
Government stores.) 


Year 

Imports 

Exports 

Total 

Baianoe 

1919-20 ... 

222 

336 

058 

+ 114 

1920-21 ... 

347 

267 

614 

—80 

1921-22 ... 

282 

248 

530 

—34 

1922-23 ... 

246 

316 

562 

+70 

1929-30 ... 

249 

318 

567 

+ 69 


1. Table adapted from P.C. Jain’* Industrial Problems of India , p 127. 
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India was still imparting nwu&ctured goods, hut their total 
importance in Ifie import sheet was less than before, mainly due to 
the rise of Swadeshi movement and progressive indm*triaJteafcion 
resultin g from protection even though it was halting ip its nature. 
"The Government too purchased their stores in India whenever 
available. 

(vii) The Period of the. “Great Depression” 1929-33. The crash 
in the Wall Street in New York, “the greatest in its history/* 
started a fall in prices which ended in an unprecedented slump all 
over the world. Behind this immediate cause of depression were 
other deeprooted ones, One of the most important of these was the 
maldistribution of gold in the world. More than 60 per cent, of the 
total gold in the world was with U.S.A. and France. The reserves 
of other countries were depleted and they had to deflate their 
currencies, which brought down prices still further. Another cause 
to which this slump can be attributed was the mechanization of 
agricultural methods and consequent overproduction of raw materials 
and manufactures. Political troubles in South America and India 
accentuated the fall in prices. 

The slump brought about an intense wave of economic 
nationalism everywhere This led to tariff barriers, quotas and 
bilateral treaties leading to a further reduction in world trade. The 
high .price of the rupee at Is. 6d , when all other countries were 
depreciating their currencies, discouraged Indian exports, Japan 
devalued the ven and started dumping goods in India. This led to 
the termination of the In do-Japanese Trade Convention and a 
boycott of Indian cotton by Japan - resulting in further aggravation 
of the trouble. The prices of raw materials and agricultural produce 
fell more than those of manufactured goods, hence there was a 
greater shrinkage in India*s exports than her imports. To make 
good the difference between exports and imports India had to export 
a huge amount of gold amounting to over Rs. 350 crores between 
1930 and 1938. But for these gold exports India’s credit abroad 
would have been ruined, as she had to find money to pay for 
“Home charges/’ There was a dim glimmer of light in 1933-34 to 
show that Indian exports had at last turned the corner and were on 
the road to recovery. 

(viii) Recovery . In spite of intense economic nationalism, high 
tariff barriers and limiting bilateral treaties, the years after 1933-34 
showed a gradual ^recovery in trade. This was in the main due to 
(1) the adoption of the Recovery Plan in the U. 8. A. and 
similar plans elsewhere ; (2) restriction and regulation of the pro¬ 
duction of raw materials like rubber ; and (3) immense expenditure 
on armaments all over the world due to the fear of impending 
war. The Ottawa Pact signed by the British Empire countries 
in Canada in 1932 helped India’s trade. It is affirmed that 
**in the event of the absence of this Agreement with the U. K f 
not only would this net addition of trade have been lost to India* 
but, over and above this, a further loss would have been inflicted 
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6ft Indi&n exports td the United 'Kingdom as a result of unequal 
and privileged competition froim the other Empire countries/^ 
In 1034 the Indo*Japanese trade agreement was signed and our 
trade relations With Japan improved.' The prices of raw materials- 
graduallv improved resulting in an increase in the value of India’s 
commodity exports. Business went on improving till 1936-37 but 
in 1937-38, there was a set-back in trade and business known as 
‘Recession 5 lasting till 1938*39 when the race for armaments and 
consequent high expenditure all over the world led to a rise m prices 
and an improveim nt in trade. Later the threatening clouds of 
war grew darker in the horizon, and made people nervous and 
checked business activity. Japtm all this time was busy with her 
private war against China and her demand for Indian cotton fell 
off Our exports in 1937-38, as compared with the previous year, 
decreased. The fall in the purchasing power of Indian agriculturists 
reduced th n ir demand for imported goods. 

(i:r) Trade t)wing War Years. With the declaration of war in 
1939, the picture of Indian trade changed. Prices tended to rise ; 
demand for Indian raw materials and manufactured goods also 
increased. As a consequence Indian exports went up in 1939-40; 
and though many markets were lost to India due to the war, her 
total exports actually rose in 1941-42. It may be pointed out that 
trade figures of these years suffer from many shortcomings For 
instance, they do not include purchases made by the British Govern¬ 
ment nor do they take into account the Lend-Lease goods supplied 
by U. S. A. or the Reciprocal Aid given by this country. The 
figures are further vitiated by the non-inclusion of the purchases of 
Indian Railways and of Indian States which have a sea-board of 
their own. 

TABLE III 


Foreign Trade 

of India (including re-exports ). 
of Rupees. 

In crores 

Year 

Imports 

Exports 

Total 

1940-41 

157 

187 

344 

1941-42 

173 

237 

410 

1942-43 

110 

187 

287 

1943-44 

118 

199 

317 

1944-45 

204 

210 

414 


In spite of these shortcomings, however, the above trade 
statistics move us to draw certain conclusions which may be stated 
thus:— 

(i) Controls were imposed on Indian exports and imports. 
They became very rigid in 1942-43 when the total trade of India 
was the least. Trade Controllers were appointed and no private 
merchandise could be exported or imported without previous 
sanction. A system of priorities was instituted and licences were 
issued to private business men only after careful scrutiny. Large 
numbers of firms in neutral countries through whom there was a fear 

1, B. &, Madan —India and Imperial Preference*, p. 190. 
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of leakage to enemy countries, were ‘black-listed’ and dealings with 
them prohibited* As time passed checks and restraints on trade 
became still more severe* ' 

(it) India lost many good markets as the war progressed* During 
the first twelve months many continental markets, like France and 
Italy, were lost to us either by defection or enemy occupation. 
Jn 1941, when Japan entered the war against the Allies, Japanese 
•assets in India had to be frozen. During the next year our Far- 
Eastern markets were also closed to us while war was being fought 
in Burma and Assam. In spite of these losses India did not fare 
too badly as she found new markets in the Middle-East and ex¬ 
panded her exports to the Allies. 

(in) A third cause of the recession in trade in 1942-43 was ex* 
treme shortage of shipping accommodation. Trade lists were carefully 
scrutinized and all non-essential items ruthlessly scrapped. Most 
of the available shipping space had to be utilized for transport of 
soldiers and armaments. The exorbitant freight and insurance rates 
.also handicapped sea-borne trade. 

(iv) As war became prolonged, stocks in the &.K. and the 
U.8.A ., the only twojcountries pat could supply manufactured goods 
to India, became exhausted and could not be renovated due to their 
pre-occupation with war. This served as another important factor 
in the fall of import ; what India needed was not available, and raw 
materials to make what was needed were being used to make war 
equipment. 

(w) India's exports in this war showed a much greater resilience 
than her imports . The adverse factors working against foreign 
trade brought about a far greater shrinkage in imports than ex¬ 
ports. The increase in imports in the last year of the war was the 
result of increased shipping accommodation being available. The 
•decreasing enemy submarine activity was reflected in our trade 
returns. The largest increase in imports was, however, under 
mineral oils, inarnly consumed by the Army and the Airforce 

(x) Trade During Post-war Years . The following table gives 
us an idea of the trade of India in post-war years 


(In chores of rupees) 
Exports including Imports Balance 

re-exports 


1945 1 

... 229 

232 

— 3 

1946 

... 266 

292 

—26 

1947 

... 320 

334 

—34 

1948* 

... 428 

470 

—42 

1949* 

... 438 

622 

-184 


1* Report on Currency and Finance, 1948, p. 28- Year ends 31st Match. 
Includes transactions on Government aovount. 

2. Collected from monthly abstract of statistics- Exports and imports ot 
Government Treasure not included. There was minus balance of Rs. 144 lakhs 
on this account in 1048 and Re. 564 lakhs in 1940. Both 1948 and 1949 am 
calendar years. 
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L It is seen that the foreiga trade of India attained bighet 
levels both in terms of value and volume as the war 
receded to the background. 

2. Foreign trade was throughout influenced by the imposi¬ 
tion or relaxation of import and export controls-by the 
Government of India. 

3. There was a growing deficit in the country’s balance of 

trade, particularly with hard currency countries like 
U.S.A. This was caused by imports of food on Govern¬ 
ment account, by imports of consumer goods for which 
the country had been starving during war years, by the 
urgent need for industrial raw materials like cotton, and 
* capital goods to replace worn out machinery and to 

‘ establish hydro-electric and multi-purpose projects. 

4. Controls over exports were gradully relaxed, but over-all 
quantitative limits operated all the time. Controls were 
necessitated by Pakistan being declared foreign territory. 
Due to difficulties in obtaining dollar and other hard 
currencies, exports to such countries were licensed more 
freely than to soft currency countries. 

5. Indian currency was devalued in September, 1949, by 
30 5% in line with other sterling countries in order to 
encourage exports to hard currency countries and dis¬ 
courage imports from them. The over-all objective was 
to reduce trade deficits. This device, along with strict 
controls on imports, succeeded in converting deficits in 
trade from November 1949 onwards into surpluses. 

5. Efforts to Stimulate Exports of Raw materials abroad 
or their consumption at home. («) The IIowe Market , India 
lest many markets as a result of the war. Indian raw 
materials - cotton, oilseeds, hides and skins, usually exported' 
to Japan, France and Germany—were lying unsold in vast 
quantities. The Government of India tried their best to 
encourage the growth of food grains in place of cash crops to pre¬ 
vent a further glut in the markets and assured the cultivators that 
they would not allow the price of food grains to df eline unduly. 
As a matter of fact there was a big gap to be made up in place of 
the imports of rice from Burma. Moreover, large quantities of 
Indian food grains were needed in Ceylon and Tran and to feed the 
Allied armies in the Middle East. There was little r sk of prices of 
food gra'ns falling ; on the other hand, there was a greit de irth of 
food in the deficit provinces and famine was stalking abroad. Hence 
the Government put into effect every conceivable measure to im¬ 
prove the situation in food. Subsidies were promised ; land revenue 
was promised to be excused for a few years if now lands were put 
under food crops ; and seeds of superior quality were either distri¬ 
buted free or at lower rates. 
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In spit© of the campaign to grow more food, the prices of ail 
food grains soared up and Government efforts to control them failed. 
The Government tried to discourage the cultivation of commercial 
crops directly and indirectly. They made speculation and contracts 
in futures in cotton and jute illegal They purchased huge quanti¬ 
ties of textiles on behalf of the Allies and also exported them to the 
Middle East, thus encouraging greater consumption of cotton in 
mills working day and night. 

(b) The Foreign Market. Efforts were made to find new 
markets for Indian produce. In the pursuit of this object a mission, 
beaded by Dr. T. E. Gregory, Economic Adviser to Government of 
India, anrt Sir David Meek, was sent to the D.8 A. in 1940. They f 
reported in 1941 thatU. S. A. could not fill the gap of India’s lost 
Continental markets in cotton, oilseeds and other raw goods. 
This was but natural as U. S. A , in addition to being an industrial 
country, is an agricultural one par excellence. She did not need Indian 
cotton and she imported all the oilseeds she needed from Argentina. 
The U. S. A , however, needed Indian manganese, mica and rubber, 
which was all to the good The report further indicated that Indian 
fancy goods m metalware, embroidery, rugs, aad carpets could find 
a market in U. S. A. Kashmir and Banaras-made goods 
were in demand there. Such a market, however, was not a steady 
one and needed careful study and constant nursing. 

Luckily Tndia discovered useful markets in the Middle East. 
Turkey, Iran, Iraq, Arabia, Egypt and S. Africa came to her rescue. 
They not only wanted india’s tea and raw materials but also her 
textiles Canada and Australia absorbed some of her goods. In 
1940, an Export Advisory Council was constituted to find ways and 
means to encourage exports from India and to help industry and 
trade m general. To forge trad" links with foreign countries Trade 
Commissioners or Consuls were appointed in a number of countries 
such as Afghanistan, Canada, Argentina, Australia, Egypt, Kenya, 
Natal, London and New York. As a consequence Indian exports 
abroad did not have too severe a set-back. 

6. Commercial Intelligence and Organization. India has 
Chambers of Commerce in all important provinces, some of them 
European, others purely Indian. They are responsible commerical 
organizations and make useful suggestions to Government, criticizing 
their actions when necessary. They educate Indian public opinion 
on current economic, commercial, and industrial matters and serve 
as useful guides and mentors generally. 

Of course, India comes nowhere near U.K., U.S.A. etc , so far 
as collection ot economic data and commercial statistics is 
concerned, but compared to former times the country is far 
better served. The Department of Commercial Intelligence and 
Statistics, the Railway Board, the Agriculture Ministry and the In¬ 
formation Bureau compile useful statistics and provide and disse¬ 
minate information. The former keeps close contact with Trade 
Commissioners and Agents abroad and takes active steps to give 
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required publicity to Indian products in foreign markets. The 
Department of Industries gives useful help and guidance to com¬ 
mercial and industrial firms in India. 

7. Peculiar Features of India’s Trade—(I) Pre-war years 
(before 1939). Main features of India’s pre-war foreign trade were 
as follows :— 

(a) The U. K. held a predominant position in both imports 
and exports before the First World War. In the quinquennium be¬ 
fore 1914, imports from U. K. into India amounted to 63 per cent of 
the total imports. This figure went on decreasing steadily till it 
reached 30 per cent in 1938-39, but still it is big enough. This 
predominance of U. K. in India’s imports was due to the fact that 
she was the first country in the world to industrialize herself. She 
was also the suzerain Power in India for more than a century. She 
was thus in a position to sell her goods in India to her benefit. 

The share of U. K. in India’s exports in 1909*14 was not so 
great as in her imports, being only 25 per cent of the total. This 
percentage went on increasing gradually till it reached 34 m 1938-39. 
The U. K. invested huge sums ot money in Indian railways, factories 
and plantation industries. From these she drew large dividends 
annually. Further, British ships, banks and insurance companies 
rendered *‘invisible services”. For all these *and various other 
services India had to pay a heavy price. This was the reason why 
U. K.’s share in India’s exports kept steady. 

In time other countries also industrialized themselves and 
began to forge direct trade links with India. As a consequence 
Britain’s share in India’s trade began to decline. Britain's place 
was partially taken by Japan, Germany and U 8.A. who were res¬ 
ponsible for 9 4%, 6 6% and 8% respectively of our total trade in 
the year 1938-39. . - ' 

The table below makes the position clear. 


Share of the £7. K, in India's Trade (In lakhs of rupees) 


I 

1 

: 

1909-14 Average j 

| 1914*19 Average 

1938-39 

I 

1 

Value 

Per cent 

Value 

Per cent j 

i 

Value 

Per cent 

J 

Exports i 

56 30 

| 25-1 

60,62 

31-1 

68,26 

34'3 

Imports 

i 

91,58 

02 8 \ 

1 1 

83,56 

56-5 

| 46,49 

$0'5 


(b) Manufactured goods were preponderant in India’s imports. 
Consumer goods consisting of textiles, leather goods, glassware, 
watches and clocks, toys, motor vehicles, cycles, sewing machines, 
stationery and the like were largely imported. As time passed, 
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India established factories to manufacture goods* Imports of such 
goods relatively decreased while those of raw materials and food 
products increased. ’ 


* Composition of India's Import Trade in the Inter-war Period* 
{Percentage of total imports ). 



1920-21 

1938-39 

1939-40 

1. Food, drinks and tobacco 11 

16 

22 

2. Raw materials 

5 

22 

22 

3. Manufactures 

. 84 

62 

56 

It will be seen from the 

above table 

that even in 

1920-21, 


manufactured articles were as high as 84% of our total imports. Dp 
till then Indian fiscal policy had been primarily manipulated to 
help British economic interests, It was only during the course of 
World War I that it was realized that this policy needed to be 
reshaped Accordingly, after the war was over, in 1921 a Fiscal 
Commission was appointed and the policy of discriminating protec¬ 
tion gradually introduced. As a result a few industries got protec¬ 
tion. Meagre as this protection was, still it helped to develop a few 
industries, like st&el and sugar. This progress was not commensurate 
with the vast resources of India and even so, it was more apparent 
than real, for foreign interests established themselves in India behind 
the tariff walls. Imports of matches showed a decline, but the fall 
was due to the Swedish Combine establishing itself in India as in 
-other countries. Similarly the fall in imports of soaps was dtie to 
Lever Bros, coming over to India. In other lines, e.g. f textiles, 
steel and sugar, however, Indian enterprise progressed. The table 
below shows imports of some manufactured goods. It also shows 
how these imports progressively decreased during the inter-war 
period. 

Imports of some Manufactured Articles 
(In lakhs of rupees) 



1920-21 

1932-33 

1938-39 

Cotton piece-goods 

83,78 

13,37 

14,15 

Iron and steel 

31,29 

5,30 

6,66 

Sugar 

18,50 

4,23 

24 

Matches 

1,67 

1 

... 

Cement 

1,39 

29 

5 


(c ) Another peculiar feature of India’s trade during these 
years was the preponderance of agricultural commodities aud raw 
materials in her exports. Before World War I about 70% 
of India’s exports consisted of foodstuffs and raw materials. During 
the war years, 1914-18, there was some increase in the percentage of 
exports of manufactured goods but this could not be maintained 
afterwards. In 1920-21, for example, foodstuffs and raw materials 
exported were 64% while manufactures were c4% of the total, and 
in 1939*40 the percentages were still about the same. This clearly 
proves that India could not very much utilize her industrial raw 
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materials till 1939 and till then the bulk of her exports consisted of 
raw matarials* The following table shows the position clearly :~*~ 


Composition of India's Foreign Trade (Fercentaoe of Export)* 


Food, drinks and 

1920-21 

1932 33 

1938-39 

1939-40 

tobacco 

28 

29 

23 

20 

Raw Materials 

35 

42 

45 

43 

Manufactures 

36 

29 

30 

38 


(d) Further, it is seen that while India’s imports consisted of a 
very large variety of goods, her exports were few in number. A few 
of the selected exports are given below. 


Exports of Selected Articles (In lakhs of rupees) 



1920-21 

1932-33 1938-39 

* Jute manufactures 

52,45 

21,40 

26,26 

Raw Cotton 

41,63 

20,37 

24,82 

Tea 

12,15 

17,15 

23,29 

Raw Jute 

16,36 

9,37 

13,40 

Seeds 

9,00 

8,00 

8,00 

Cotton piece-goods 

i.. i 

2,09 

7,57 

Hides and Skins 

5 24 

2,76 

6,04 

(e) One of the most striking features 

of India’s foreign 

trade 

during these years was her favourable bfiUnee of trade. This 

made 


it easy for the Government of India to maintain a stable exchange 
ratio to remit funds abroad and to meet obligations of all kinds. It 
was only in exceptional years, as in 1920-21 and 1921-22, that India 
had an adverse balance. Normally exports exceeded imports. 
During the depression years starting in 1931 the balances gradually 
grew less favourable. India then started exporting gold to make 
good the deficiency m exports of merchandise. 

India had to meet “ home chaiges” ranging between Rs. 30 
crores and Rs 50 crores in a year ! Tn 1931 and onwards the balance 
of trade was not favourable enough to meet India's obligations 
abroad, hence in September, 1931, the exodus of gold started and 
continued up to the outbreak of World War II when our balance of 
trade grew favourable again During these vetrs India exported no 
less than Rs 362 crores worth of gold. This sale of gold by the 
people of India, who were in distress due to an abnormal fall of 
prices after 1929, came to the rescue of India’s foreign trade and 
supplied funds to the Government to meet “home charges” ami their 
other obligations abroad. 

Conclusion . During the inter-war period economists in all 
countries looked askance at foreign trade. It was commonly used 
as an instrument to earn dividends. Even England which was a free* 
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trading country did so, India had to pay for her “homo charges” con¬ 
sisting of salaries of British civilians and soldiers in service here and 
a return on the ever-expanding British capital in the country through 
a favourable balance of trade. During these years thb mechanism of 
foreigd trade was made to work against India’s industrial develop¬ 
ment. Mostly primary commodities were exported and consumer 
goods imported. The world at large, too, used tariffs and restrictions 
for purposes of self-sufficiency. Hence, it was thought that a country 
should have as little of trade as possible. 

(II) War Years (1939-45)* Immediately after the declaration of 
war there was a great increase in trade activity all over the world. 
Every country tried to import raw and manufactured goods which 
it lacked and which, it thought, would be of use to it in caBe it had 
to fight. Hence Indian raw materials were in'great demand. When, 
however, France and other Continental countries were occupied by 
the Axis countries, most of India’s markets were lost to her, bringing 
about a sharp shrinkage in her foreign trade. The outbreak of war 
against Japan made matters still worse Gradually, however, as the 
Allied armies won victories, India’s exports showed an improved 
trend in certain commodities like tea, cotton and jute manufactures. 

(t) Composition of Trade. The changes in the composition of 
the trade of a country form a fascinating study. They reflect the 
changing nature of the economic activity in the country. We see that 
during World War II there was a perceptible change in India’s 
export trade, (a) The place of pride was still occupied by jute 
manufactures, the exports of which amounted to no less than Rs. 36 
crores, Rs. 49 crores and Rs. 60 crores in 1942-43, 1943-44, 1944-45, 
respectively. ( b ) There was a sharp rise in the exports of cotton 
piece-goods which improved from Rs. 6 crores in the pre-war period 
to Rs. 46 crores in 1942-43 and Rs. 38 crores in 1944-45. This 
sudden increase in the exports of cotton piece-goods was due to the 
alignment of Japan on the side of the Axis which event provided 
India an opportunity to capture some of Japan’s lucrative markets 
in the Middle East and Africa, (c) Tea, which provides an excellent 
stimulating drink, was also in great demand in Europe and America 
and in 1944-45 its exports exceeded Rs. 38 crores. (d) In pre-war 
years, India was the principal supplier of groundnuts to Franco, U.K. 
etc., the average exports being more than 9 lakh tons. During the 
war years India developed her own vegetable oil industry and thus 
largely freed herself from dependence on foreign markets in tlrs 
respect. The Government of India adopted a definite policy in this 
connection and tried to build up a trade in groundnut oil. (e) India’s 
total exports during 1943-44 and 1944-35 amounted to Rs. 210 crores 
and Rs. 227 crcres, respectively, out of which manufactures 
accounted for no less than Rs 106 crores and Rs. 116 crores The 
proportion of raw materials, foodstuffs and manufactures in India’s 
exports and imports is clear from the following table and speaks 
volumes about the transformation in the pattern of India’s trade 
during war years :— 
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Sea-borne Trade of British India (In crores of rupees) 


Particulars 1940*41 1941-42 1942-43 1 943-44 1944-49 

Imports — 


Foodstuffs 

24 

28 

8 

7 

19 

Raw materials 

42 

50 

52 

64 

117 

Manufactures 

70 

94 

49 

45 

65 

Miscellaneous 

2 

2 

1 

2 

2 

Total 

138 

174 

110 

118 

203 

Exports — 






Foodstuffs (in¬ 

42 

60 

49 

48 

50 

cluding tea) 






Raw materials 

68 

73 

45 

54 

58 

Manufactures 

86 

115 

98 

106 

116 

Miscellaneous 

2 

4 

3 

2 

3 

Total 

198 

252 

195 

210 

227 


(it) Direction of Trade . Studying the direction of India’s 
foreign trade during these years, it is apparent that she expanded 
her trade with the Empire countries to a large extent. She estab¬ 
lished more intimate contacts with U.S.A , Australia, Canada, Egypt, 
Iraq and other Middle East countries, especially with those in the 
sterling bloc. During these years India built up a favourable 
balance of trade with all these countries except with the Bahrems 
•and Iran which supplied huge quantities of mineral oils to India, 
Rs. 31 crores and Rs. 53 crores worth in 1943-44 and 1944-45, 
respectively and which imported goods ot much less value from 
India in return. 

Another prominent feature which strikes the eye is that India 
built up a very heavy trade with U S.A. It came to Rs. 95 crores 
in 1944-45 as compared toRs. 102 crores with U.K. in the same year. 

(iii) Balance of Trade. Indian imports continued at a compara¬ 
tively lower level (up to 1943*44), mainly due to the inability of 
foreign manufacturing countries to produce the consumer goods 
needed by India. Indian exports, however, showed a greater resilience 
than her imports in spite of the lack of shipping accommodation. 
Thus the balance was heavily in India’s favour. 


Balance of Trade . (In crores of rupees) 


Year 

Balance 

Year 

Balance 

1938-39 

+ 17-5 

1941-42 

+ 80 

1939-40 

+48 

1942-43 

+84 

1940-41 

+42 

1943-44 

-+■92 


1944-45 

+42 

(III) Post-war 

years- The 

negative attitude 

adopted by 


various countries, including India, towards international trade in the 
inter-war period is no longer needed. Planning of trade both in the 
ehort and the long period has become a necessity, India today need® 
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external finance for the import of equipment to"replace the plant 
and machinery worn out by double-shift working during World War 
IL For the sajone purpose she needs a favourable balance of tTadfe 
so AS to be able to pay for her imports for development purposes, 
Certain peculiarities of trade strike us in the eye as we look at the 
trade figures in post-war years. They are as follows > 

(«) Paitition of India into two Dominions has not affected tb© 
total volume of India's trade. On the other hand the values of both 
imports and exports have shown considerable increases. This is 
mainly due to some relaxations in licences, the recovery of world 
trade and shipping conditions, and the urgent needs for heavy agri¬ 
cultural machinery, hydro-electric equipment, industrial plant and 
large quantities of cotton, jute and food grains. Thus the total 
trade in 1948 and 1949 amounted to Rs. 901 crores and Rs. 1,066 
erores respectively. 

(»i) The balance of trade has become unfavourable to India, 
especiaPy with the dollar and hard currency countries. 

Balance of Trade (In crores of rupees). 



Total 

Sterling 

countries 

Non-sterling 

countries 

. .. _ 


1948 

1949 

i 

1948 

1949 

1918 

1949' 

Exports 

428 

426 

222 

238 

206 

187 

Imports 

Balance 

470 

622 

230 

■ 289 

240 

832*5 

—42 

— 197 

—8 

—51 

-34 

—145-5 


Thus, the chief problem ot India’s export trade is to increase 
exports to hard currency areas. Her exports to U. S. A. in 1948 
came to Rs. 78 crores and imports to Rs. 108 crores, thus giving 
us a deficit of Rs. 30 crores. In 1949 this deficit increased to Rs. 33 
crores, as imports from U S.A. were valued at Rs. 100 crores and 
exports at Rs. 67 crores As a consequence overall de^tinational 
quotas have had to be fixed for different countries and exports to 
dollar countries stimulated, through easier licences being granted 
to them. The Export Advisoiy Council under Mr. Sri Ram 
suggested early in 1949 that we should earn dollars through en¬ 
couraging tourist traffic and providing it with special amenities at 
» our beauty'and historic spots. The Council suggested that as hard 
currency countries preferred seeds to oils, permission to export seeds 
to them might be granted eveb if it meant going back on the policy 
of encouraging oils in place of seeds. They recommended advertising 
and propaganda by the Tea Marketing Expansion Board in the* 
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U.S.A. so as to encourage exports of tea to that country* They 
wanted an open general licence for exports of brassware and artware 
to be sent to U.S.A. and Canada. Besides, they suggested a Directorate 
to draw up a constructive programme to improve India's cottage 
industries and their products to be exported. As the balance of 
trade went on deteriorating, sterling was devalued and the rupee 
along with it in terms of the dollar in the end of September, 1949. 
Controls on imports from dollar countries were made more strict at 
the same time. The result was that India's trade balance began to 
improve from November 1949. This improvement has continued 
and it is expected that the huge deficit incurred till October 1949 
would be cleared by June 1950. 

(Hi) The peculiarity of large exports of manufactured goods 
which made its appearance during war years is persisting. At the 
same time imports of industrial raw goods, especially raw cotton 
from Egypt and East Africa, are increasing. Imported cotton is 
mainly long-staple or medium. India did not need so much of raw 
cotton from abroad previously when Pakistan was a part of India. 
Since the partition, the conditions are different and we have had to 
import cotton from countries like Egypt, Sudan and Pakistan and 
jute from Pakistan. 


I import 8 into India. 
(In crores of rupees). 


Year. 

Foodstuffs 

Raw mate¬ 
rials. 

Manufac¬ 

tures. 

Mis< ellaneous 

1945 

22 

128 

88 

3 

1946 

33 

77 

149 

7 

1948 

83 

110 

270 

5 

1949 

124 

159 

334 

5 


(iv) We have to import large quantities of raw jute now. 
Since August 1947, 73% of the total area under raw jute has gone 
over to Pakistan. As a consequence Tndia has to import about five 
million bales of raw jute from Pakistan for being manufactured in 
Indian jute mills and for being exported to foreign countries so as to 
earn much-required dollars. Due to difficulties of imports of cotton 
and jute from Pakistan, the Government of India have decided to 
grow next year (1951) 8 lakh bales of cott on and 20 lakh bales of jute 
more than in 1949-50. The figures for cotton and jute in 1949-50 
were 28 lakh bales and 30 lakh bales respectively. 

(v) India is in a parlous condition, because of the huge imports 
of foodstuffs required. In 1948, three million tons of food grains 
worth Rs. 110 crores from almost all over the world, including 
countries like Argentina, U.S.A., Canada, Italy, Turkey, Russia, 
Australia, Siam and Burma had to be imported. In 1949 about 
four million tons valued at about R m 150 crores were imported. 
The target for 1950 has been put at 2 million tons only. Concentra¬ 
ted efforts are being made to grow more per acre as well as to bring 
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new land under the plough with the help of heavy tractors and bull¬ 
dozers imported with funds borrowed from the I.B.R.D. The target 
ib self-sufficiency by the end of 1951. 

( vi ) Slowly but gradually industrialization is gaining strength 
in India and a larger variety and quantity of manufactured goods 
are being exported. Devaluation of the rupee and active Govern¬ 
ment help have been responsible for greater exports of manufactured 
goods from India. The following table indicates this tendency 
-dearly :— 

Exports f rom India 
(In crores of rupees) 



Foodstuffs 

Raw materials 

Manufactures 

Misc, 

1945 

53 

57 

104 

5 

1946 

53 

91 

130 

5 

1948 

80 

108 

230 

2 

1949 

114 

93 

216 

2 


(vii) Lastly, as compared with pre-war years* the direction of 
the trade of India shows a considerable change. The U.K. still holds 
an important position in our exports and imports but US. A. is 
catching her up. Australia, Pakistan, Canada, Burma and Egypt 
also occupy important positions in India's trade sheet. There are 
great trading possibilities with Middle East countries with which 
India has already forged new links. Indian trade relations with 
countries in the Far East have also a great future. Once peace is 
established in Indonesia, trade with it is bound to grow. 

It is a remarkable thing to notice that our total import and 
export trade with non-Empire countries is gradually exceeding our 
trade with Empire countries which ‘is clear from the following 
table :— 

Trade . 


(In crorea of rupees) 


Commonwealth — 

Exports. 

Imports. 

Total. 

1945 

130 

90 

220 

1946 

134 

147 

281 

1948 

211 

209 

420 

1949 

231 

285 

510 

Foreign — 

1945 

89 

151 

240 

1946 

144 

110 

200 

1948 

209 

240 

45o 

1949 

194 

337 

531 


8. Direction of India’s Trade with Countries* By direction 
of trade we mean the countries with which India has trade relations 
and the merchandise she sells to them or buys from them. We can 
easily divide the world into British Empire countries and foreign 
countries so far as India's trade is concerned. It is seen that India's 
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exports to British Empire countries have been steadily rising from 
41 % ^ 1900-14 to 65*4% in 1943-44. After the end of World War 
II, however, India's exports showed a tendency to be equally divided 
between the British Empire and foreign countries. 

Percentage — Exports, 


Average 
of 1909-14 

1938-39 

1943-44 

1945 

1946 

1948 

1940 

Br. Empire 41 

54 

65 

60 

48 

50 

54 

Foreign 59 

46 

35 

40 

52 

50 

46 

‘Br. Empire 70 

Percentage —Impoi is 

58 48 37 

56 

46 

46 

Foreign 30 

42 

52 

63 

34 

54 

54 


As the above table makes dear, our imports from British 
Empire countries were as high as 70% in 1909-14. Since then they 
have also been falling, till in the last year under report they are 
46% which is less than imports from foreign countries. Thus India 
is now depending for the supply of her needs for capital goods to a 
larger extent on U.S.A , Czechoslovakia, Belgium and Japan, than 
on ILK , and for her food grains on Burma, Argentina and Russia 
as well as on Canada, Australia and Pakistan. 

India's trade with some individual countries should form an 
interesting study. 

(i) India and U.K. The U K. has always been the premier 
country in India's trade sheet. She has always been heading 
India’s export list prior to World War I, in the inter-war period, 
as well as during World War II. In the post war years, too, she 
tops the list. 

On the import side the U.K. has been losing ground from 63% 
before 1914 to about 25% in the years of World War IT. In post¬ 
war years the U R. recovered her position in the imports of India 
to about 30%. This is due to the fact that India has a credit 
balance in England in her sterling assets and utilises as much of it 
as she is allowed to according to a pre-determined schedule. The 
following table makes the position of U. K. in India’s trade clear :— 
Share of the U. K. in India's Trade. 


Period 

Imports 

0/ 

Exports . 
0/ 

1909-10 to 1913-14 (average) 

/o 

628 

/o 

25 1 

1938-39 

30-5 

343 

1945-46 

25-3 

28 2 

1946-47 

30-1 

20 0 

1948 

31*7 

24 5 

1949 

27*8 

26 4 


Though there has been a percentage decline in Britain’s share 
in India’s foreign trade, the absolute amounts do not show so pro¬ 
nounced a fall. In the last three years under review imports from 
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0. K. into the Indian Dominion actually show an in^eaee mm 
the war figures for combined India. It can be asserted that the U.K. 
is getting bade its position as chief buyer of our goods and chief 
supplier to us. Machinery, mill work and machine toots are the 
biggest items amongst the U*K’s export to India* I he U*JL. 
also supplies India with vehicles , chemicals and drugs and dyes and 
colours* In return, India sends out jute goods, tea, hides and skins,, 
gums and resins and oilseeds to the U.K. 


(i%) India and U.S A. The U*S.A had not penetrated deep 
into the Indian market before the last World War. She supplied no 
more than 6% of India’s needs in 1938-39. While taking m only 
about 10% of India’s exports (with the falling out of Japan and the 
Continental countries of Europe) during the war years, however, the 
U.S A. greatly improved her position in India’s import sheet. 
Thus she sold to India no less than 25% of her needs in 1944-45* 
This position was maintained in 1948 when the U.S.A. supplied 
India with Rs. 108 crores worth of goods out of a total of Us* 439 
crores and purchased no less than Rs. 78 crores of her needs from 
India. In 1949, U.S.A. supplied to India Rs, 100 crores of goods 
and purchased Rs. 69 crores worth. This gives us a percentage 
of 16 for both imports and exports compared to 28 and 26 
for U.K. 


In spite of the fact that India’s commercial ties are still with 
U.K., the U.S.A. is running a close second to it in post-war years. 
The U.S, market absorbs large quantities of raw jute and jute 
cloth, goat and lamb skins, lac, cashew nuts and sandalwood. The 
U.S.A. further purchases all her requirements of coir-matting and 
coir-yarn and ilminite from India. Indian tea, castor seeds and 
spices also find a market in USA. The position of no other 
commodity is as important in the Indio-Arnorican trade as that of 
jute and jute manufactures which form approximately 50% of 
India’s total exports to U.S.A. The U.S.A. is India’s leading 
customer in goat and kid skins taking in 35 to 40 per cent of total 
exports of these before the war. In 1945, the U R.A purchased 16 
million dollars worth of tea from India which is 50% of India’s total 
exports of tea. The value of cashew-nuts exported also came to- 
16 million dollars. 

The United States has now come to be a principal supplier of 
machine-tools, mining machinery and typewriters to India. She 
also sends gas-engines, tractors and oil-crushing and refining machi¬ 
nery Another valuable category of American exports o India con¬ 
sists of automobiles, trucks, buses, chassis and parts. The U.S A. 
used to sell us large quantities of long-staple raw cotton ; now most 
of it comes from Egypt, Sudan and Kenya. Exports of medicinal and 
pharmaceutical preparations from the U.S A. to India have increased 
from $lf million in 1938 to $5$ million in 1945. American toilet 
preparations are also popular in India. Ninety per cent of India’s 
needs for flue-cured Virginia tobacco are supplied by the U.S.A. 
Imports of this commodity have risen from about $2 million in 193S 
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to $9*6 million in 1945* Another notable war-time increase is to be 
found in foodstuffs, particularly dried and evaporated milk and 
malted liquors. 

Lend-lease trade from 1938 to 1945 was on a vast scale, 
amounting to no less than $2 400 million or double the total value 
of goods imported from the U.S.A. from 1900 to 1938 \ 

India always enjoyed a favourable balance in her trade with 
U.S A. From 1942 to 1945 this export balance gave India a total 
credit of 421 million dollars, 1 After the war was over, this favourable 
balance turned into an unfavourable one. In 1948 this unfavourable 
balance came to Rs. 30 crores and in 1949 to Rs. 31 crores. One of 
the problems which India has to solve today is the sc wcity of 
dollars to meet the deficit in her trade with U.S.A India had 
to draw on the International Monetary Fund to the tune of $92 
million iri 1948 to meet this deficit. She is also trying to extend 
her trade to hard currency areas which are mainly in a 
position to satisfy India’s need for machinery, machine-tools and 
plant. 

India’s desire to industrialize is a potent reason why her 
trade with U.S.A. should increase. India needs capital goo Is and 
technical assistance. The U.S.A. is in a position to supply agricultural 
and industrial machinery of excellent quality as well as lend services 
of experts and technicians. Once India can produce foodstuffs 
sufficient to satisfy her own needs, there is reason to believe that 
her balance of trade with the U.S.A. will equilibrmte itself. 
India is also anxious to invite capital investment from U.S.A. 
So far the response has not been very hopeful as Americans fiel 
doubtful of the safety of their capital and facilities to withdraw it 
when they like. 

(tit) India and Australia . Prior to 1939 Australia was con¬ 
sidered a country of farmers and gold diggers. Her exports consisted 
of wheat, meat, wool, fruit and dairy products She depended 
mainly on the U. K. for her needs of manufactured goods. The 
outbreak of war made the speeding up of manufacturing an urgent 
necessity. Under its impetus, such rapid progress towards indust¬ 
rialization was made that all predictions were exceeded. This 
remarkable progress was possible only because of the existence in 
Australia of ample supplies of raw material for most lines 
of manufacture, together with efficient service, cheap sources 
of power and an army* of workmen quickly adaptable to skilled 
trades. 

As a result Australia is now an industrial country with great 
potentialities India desires to industrialize herself. Australia can 
supply technical advice and capital equipment in Various lines. She 
can offer machinery for processing food and raw wool and for th# 
manufacture of paper, plastics, plywood and leather goods. She is 
also in a position to export agricultural and road-making machinery 


1. Position and Prospects of India's Foreign Trade , p. 245. 
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arid appliances which we urgently need. Machinery for making 
jpamfce Is also available. 

In return India has an assured market for oil-seeds, shellac, 
myrobalans, goat skins, mica, spices and jute manufactures. She 
can also sell some cotton goods. The Ihdi&n Trade Commissioner 
in Australia, Mr, Saksena, however, opines that India Will not be 
able to maintain her position in option textiles in Australia. 
tLK* and U.8.A. will compete with her in this direction in the 
near future. They produce not only piece-goods but also sub* 
stantial machinery to make them, Australia, too, is meeting a 
proportion of her demand for cotton piece-goods. But for the fad 
that Jfapan is out of the picture, India would not have a look in 
here. 

Trade relations between India and Australia are clear from th< 
table below:— 

Trade between India and Australia . (In lakhs of rupees) 

1909-14 1938-39 1 1946-47 1 1948 1931 

average 

Exports 314 298 1,375 2,318 2,441 

Imports 101 241 1,040 1,851 2,22< 

It would not be out of place to remark here that New Zealant 
is in a position to supply large quantities of milk products such a 
dried milk and lactose. She can also supplement Indian food bi 
exporting frozen meats. They are a very roal necessity as suppliei 
of milk products are insufficient in India. India can supply ii 
return jute products, carpets and some industrial products. 

(iv) India and Canada are both primarily agricultural countries 
Both of them are making progress in industrial development rapidb 
but they do not enter into competition with each other; on th 
6ther hand, they can supplement each other’s needs. Therefore, ther 
Ss ample scope for an expansion of trade between India and Canad 
in the future. The mam items of exports from India to Canada ar 
tea, jute products, goat and sheep skins, nuts, vegetable oils, lentil* 
pulses and spices, carpets, namdas and brassware. 

Canada m return has been exporting wheat and factor 
equipment including cream-sepaiators, chums, wood and meta 
working machinery, agricultural equipment, e . g., ploughs, tillin 
machines, generators and transformers. 

India has been supplying some cotton textiles as well to Canad 
since the elimination of Japan. The Trade Commissioner i 
Canada reported ^ that India has a chance of retaining tin 
market. 

During 1944 the total value of Indo-Canadian trade reache 
the record figure of $202 million, 19 times more than in the yea 

1. figures taken bom the accounts of sea-borne trade of India. 
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1038* As the result of this spectacular expansion, India occupied 
the third position in the order of importance both as a seller and a 
buyer of Canadian goods. 

The balance of trade which used to be favourable to India in 
pre-war times (it was 4 : J in favour of India in 1038) was almost * 
1 : 7 in 1944 against her. After the war was over a good many of the 
articles which were being exported to India for military purposes 
dropped out. Our balance of trade (in 1949) with Canada was un¬ 
favourable as with other dollar countries. This is due to our greater 
need for food grains and machinery. The total amount of trade has 
actually inn eased, 

Trad* between India and Canada . (In lakhs of rupees). 

1938-39 1942-43 1948 1919 

Imports 92 653 738 1,298 

Exports 214 39 i 900 912 

(«?) India and the Middle East. Trade between India and the 
Middle East countries has been in existence for centuries, but it 
grew very much more important during the last World War. These 
countries could not obtain their normal suppl ; es from Europe and 
Japan, hence they had to look to India to satisfy their needs. India 
would have done even better but for the inadequate means of trans¬ 
port* These emmtnes are mainly agricultural—farming, sheep and 
horse-rearing being their mam occupations. The discovery and de¬ 
velopment of vast oil deposits have brought them into the picture of 
world trade India has been importing large quantities of raw 
cotton and mineral oil from this area. She exports cotton textiles, 
jute manufactures, steel, tea and spices in return, but India cannot 
satisfy all their demand on account of over-all shortages and her 
bilateral commitments. 

Egypt, Turkey and the Sudan are principal buyers of our jute 
manufactures. Cotton piece-goods have played a prominent part 
in the Indian export trade to the Middle East during and after the 
last World War. The total value of these exports increased from 
about Rs 31 lakhs in 1938-39 to over Rs. 10 erores in 1942-43. 
Since then exports of cotton piece-goods, yarn and twist have kept 
up. 

Of course these countries do not buy as much tea as U.K. or 
Canada, but this market is not a negligible one and absorbs about 
Rs. 3 erores worth of tea in a year. It needs loking after, 

Indian tobacco could be made more popular if it were properly 
packed aqd graded. Our imports from Egypt, Sudan and Kenya are 
of far higher value than our exports. For instance, in 1049 WP 
imported Rs 71 erores worth of goods aqd exported only Rs, 32 
erores worth in return to these African countries. 

Before the war India purchased her mineral oil mainly from 
Burma (48%), Bahrein (11%), Java (13%) and the V S A. (2%), 
When the Indies and Burma were lost to Japan, India had to depend 
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for her mineral oils on Iran and Bahrein. In 1942-43, India purchased 
Us. 28 crores worth of oil from these two sources. In 1944*45, India 
purchased no less that Rs. 49 crores worth of oil from Iran and 
sold only Rs. 3 crores worth of goods in return. In 1948, Indian 
# imports from Iran came to Rs. 19 crores and in 1949 to Rs. 31 crores 
while her exports in these two years were Rs. 2*4 crores and Rs. 5 
crores respectively. India’s balance of trade with all these countries, 
especially Egypt from which she imports raw cotton and rice, is 
unfavouiable. The over-all picture is clear from the table below. 


India's Trade with the Middle-East. (In lakhs of rupees). 


Countries. 

1939-1940 

1948 

Six months 

Jan. to June 1949. 

Ex¬ 

ports. 

Im¬ 

ports. 

Balance. 

Ex - Im ' (Balance, 
ports, ports. | 

Ex. 

ports. 

Im¬ 

ports. 

Balance. 

Iran 

80 

3,12 

—2,32 

1 1 ! 

2,38 119,07 j—16,69 j 

2,18 

11,99 

— 9,81 

Iraq 

60 

68 

- 8 

1,52 i 1,41 |+ 11 j 

86 

93 

— 7 

Bgjpt 

157 

2,84 

-1,27 

6,58 25,97 j— 18,39 | 

18 

13,97 ! 

—22,79 

Saudi Arabia 

78 

4 

1 + * 4 

to 

f_ 

cm 

l> 

l> 

GO 

47 

1,96 | 

— 1,49 

Syria 

19 

... 

4 19 

33 ... -f 33 

63 

1 

.. | 

j 

+ 63 

Palestine M 

29 

2 

4- 27 

65 1 5 |- 50 

i 

1 

i 

i 

+ 1 


4,23 

6,70 

—2,47 

1 

12,23 47,22 -33,99 

i ! 

5,33 

38,85 | 

-33,62 


(vi) India and Pakistan. Jndo-Pakisian trade can be con¬ 
veniently divided into four periods. 

(a) From 15th August, 1947, to 30th June, 1948. This period 
was one of great upheavals. Communal disturbances broke out on a 
large scale and populations migrated en masse. As a result trade 
could not flow evenly. Therefore, no estimates of exports and imports 
or of balance of trade could be made of this period. 

(h) Second period from 1st July, 1948, to 30th June, 1949. 
Just hefoie thi* period commenced, in May 1948 a Trade Agreement 
was concluded between India and Pakistan containing a quantitative 
description-of commodities to be exchanged between them. The 
two rupees were to be maintained at par and there were to be no 
exchange iestrictions. FuU accounts lor this period are obtainable. 
India exported and imported the following commodities ;_ 
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(In crores of rupees.) 


Exports. (Receipts) Imports (Payments) 


Cotton piece-goods and yarn 17*5 Raw jute ... 80 2 

Jut© manufactures * ... 6*8 Raw cotton ... 17*3 

Coal ... 6 5 Others (hides, cotton seed, 

Mustard oil ... 6 8 betelnuts, cement, 

Tobacco ... 4*9 salt, fruits etc.) 19*6 

Artificial silk ... 4*8 Services ... *3 


Others (chemicals, drugs, iron 
and steel* leather, rubber, 
tea etc.) ... 35*8 

Services (water electricity 
etc.) ... -5 

Total ... 83 6 

Deficit _... 33*8 

_ Total , TlT4 ~ ’Total liTi 

Causes for this Deficit, From the table above it is obvious 
that there was a total deficit to India of Rs. 34 crores during this 
period, While India imported 80% of the agreed jute and 50% of the 
cotton agreed to, she exported only 50% to 60% of the quantities of 
goods specified in the Trade Agreement. Coal and mustard oil were 
the only two commodities, which Pakistan imported to the agreed 
limit. On the other hand, Pakistan imposed heavy tariff duties 
which compelled India also to levy similar duties in its turn. The 
duties on raw jute and cotton alone increased India’s deficit by 
about Rs. 10 crores. Pakistan levied import duly on Indian textiles 
and later on boycotted them. In addition India restricted the 
export of such articles to Pakistan as she could export to dollar 
■countries. The deficit on current account was increased by a move¬ 
ment of capital from India to Pakistan as commercial banks had 
to send to Pakistan about Rs. 14 crores to fulfil the conditions laid 
down by the new Bank of Pakistan 

(c) From July 1949 to December 1949 . The Trade Agree¬ 
ment between the two countries was renewed in June, 1949, which 
provided for a smaller amount of trade and a smaller deficit for 
India, Difficulties began to arise between the two countries and the 
Agreement was not fulfilled Then came the devaluation of the 
Indian rupee in September 1949. Pakistan decided not to change the 
value of its rupee and fixed the ratio of its currency with Indian 
currency at Rs. 140 to Rs. 100. This increased the value of ail 
Pakistani goods in terms of Indian rupee while Indian products were 
made cheaper in terms of the Pakistan rupee. India was compelled 
to restrict the exports of goods to Pakistan as well as to refuse the 
purchase of Pakistan goods. During this period India had to pay 
its. 35*4 crores while her receipts were only Rs. 26*2 crores. 

(d) From January 1950 till July 1950 . Figures for trade 
merchandise of this period are not yet available. But as a result of 
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the Nehru-Liaquat Pact, a short-term Trade Agreement was arrived 
at between the two countries. Trading under the Agreement was to 
be in Indian rupee, for which Pakistan was to keep a separate account. 
The Agreement provided for the supply of 8 lakh bales of raw jute 
to India and the Government of India in return agreed to supply 
essential commodities like jute manufactures, steel goods, cotton 
textiles, mustard oil etc. to Pakistan. A special account was to be 
maintained for this trade by Pakistan and balance of trade at par 
was to be maintainad between two countries. 

Even though the Agreement has not been completely fulfilled 
by Pakistan, yet the ice has been broken between the two countries 
and if some amicable arrangement is arrived at over Kashmir, it is 
likely that trade relations between the two countries will improve ih 
future. 

(vii) India and Lands of the Far East. India has always had 
some dealings with these lands. The aggregate trade is appreciable, 
but trade with individual countries, except with Japan, Burma and 
Ceylon, is not much. Figures for 1938-39, a pre-war year* give a 
better idea of the trade with these countries than for any later 
years. 


Trade with Far East in 1938-39 (In crores of rupees .) 


Exports 

Imports 

Balance 

Burma 10 

243 

—14-3 

China 2*2 

1-7 

-f 05 

Japan 14 6 

154 

— 0.8 

Ceylon 5 

10 

+ 4-0 

Malaya 24 

41 

— 1-7 

Indonesia, Indo-^ 
china, Thailand, ( 

Formosa, Philip- f 
pines, etc. J 3*9 

2'5 

+ 1-4 

Total 38 

49 

-11 


Only with Ceylon have we got a favourable balance worth 
consideration—not with any other country. India’s trade with 
Burma has been always unfavourable, being Rs 15 crores against na 
in 1937-38, in 1938-39 Rs. 14 crores, in 1939-40 Rs. 18 crores, in 
1940-41 Rs. II crores and in 1941-42, Rs. 16*5 crores. During th* 
war years there was no trade with Burma. In 1946-47, the balance 
of trade was favourable to us by Rs. 4 crores, but after the partition, 
from December 1947 to November 1948 it was unfavourable by the 
same amount. We import rice, mineral oil and teak-wood from 
Burma, and export in return manufactured goods like textiles, sugar, 
paper, gunny bags and oilman stores. 

(•***) India and Indonesia. These two countries were linked 
together ages back. In pre-war years India imported large quas-titte* 
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of cane-sugar, mineral oil, paraffin way, teak, quinine, spices and tin. 
India mainly exported jute goods, cotton textiles, vegetable oils and 
seeds, coal and shellac. Later on sugar disappeared altogether. 
Our exports were worth about Rs. 1 crore and imports Rs. 2 crpres. 
This trade came to a standstill during the war years. 

During post-war years trade between the two countries has 
revived. The pre-war level has been reached. The pattern of 
trade today is similar to the previous one, with one difference, how¬ 
ever, that the balance of trade which was always unfavourable to 
India became favourable except for the year 1949*50. 

There is good scope for increase in trade with Indonesia India 
can export tools, metal manufactures, aluminium products, dmgs 
and chemicals etc. On the other hand, Indonesia can Bupply rice 
and maize, palm-oil, copra, spices and non ferrous metals in 
addition to teak-wood. 

We used to import textiles and other consumer goods of all 
hinds from Japan, giving her mainly raw cotton, pig iron, manganese 
ore, mica, castor seeds and other industrial raw materials in exchange. 
In post-war years the economic life and trade of Japan have been 
under the control of SCAP (Supreme Commander of Allied Powers). 
Her exports and imports are severely regulated. In April 1948, a 
Japanese Trade Delegation headed by Mr. W. R Eaton arrived in 
India. Later, a Sterling Area Agreement was arrived at between 
•Japan and five Commonwealth countries including India. India 
undertook to import £26*5 million worth of goods such as machinery 
cottons and woollens, ferro-alloys, bicycles, sewing machines, electri¬ 
cal goods and bobbins and spindles against raw cotton, wool, 
iron ore, mica, manganese, coal and shellac. 

America does not want Japan to be a source of military danger 
again; hence the strictness with which Japan's rise to economic 
greatness is controlled. For the next few years Japan can well be 
considered out of the field of competition with India and the West. 

The United Nations' Economic Commission for Asia and the 
Far East (E. C. A. F. E ) has met a number of times. It met at 
Ooty in Jpne 1948 and pointed out that the economy of the countries 
had developed in a lop-sided manner. Economically and otherwise 
Ipdia occupied a pivotal ppsitipn amongst them. This area is rich 
in natural resources, both agricultural and mineral; it proceed 92%. 
of the world’s rice, 96% of tea and 38% of cane-sugar. India is 
making strenuous efforts to develop industrially. She has bpilt up 
a good many factory industries already. As Japan is not in the 
field yet, India can supply most of the needs of these countries in 
the way of consumer goods. They in return can supply her with a 
good many raw materials. Consequently India’s trade relations with 
this part of the world in future are bound to be very intimate. 

9. Direction of Trade in Commodities. (A) Exports* We 
shall npw disepss the destination of some important commodities- 
exported from India. 
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(i) Jute, raw and manufactured . Throughout the post-partition 
period exports of jute manufactures were under control, but their 
production was always less than in pre-war times while the demand 
remained quite high. Hence destinational quotas were fixed with a 
view to earning dollars and to secure food supplies in return. Thus 
-exports to hard currency countries tended to increase but in the 
last two years under review, 1948 and 1949, exports to UJS.A, fell 
off, while exports to U.K. and Australia increased. India’s exports 
of raw jute have fallen off due to difficulty in obtaining it from 
Pakistan, 

Index numbers of Exports of Jute to important countries, 
(1945-46=100.) 



1946-47 

1947-48 

1948-49 

TJ.S.A. 

87 

95 

90 

Canada 

79 

110 

75 

U.K. 

107 

122 

134 

Australia 

149 

305 

200 

The rest 

109 

105 

138 


(ii) Cotton , rata and waste. India exported Rs. 16 crores worth 
of raw cotton in 1945 46 In post-partition years, it was difficult for 
India to maintain exports of cotton as large areas producing long- 
sstaple cotton were transferred to Pakistan. India, therefore, has had 
to import large quantities of raw cotton from Egypt, the Sudan, 
Kenya and Pakistan. Pakistan undertook to export 6$ lakh bales 
of raw cotton to India in 1948-49 against 3,28,000 bales in 1947-48, 
India can now supply only short-staple cotton. Her customers in 
this line are the U K., Japan, Italy, etc. Her exports in 1948 were 
“95,000 tons against 48,000 in 1949. 

(Hi) Cotton Yarns and Manufactures. The year 1942-43 was 
the best so far as exports of cotton manufactures are concerned. In 
this year India sold no less than Rs. 4,687 lakhs worth of piece- 
goods. Since then the values of cloth exported have been declining. 
In 1945-46, they came to Rs. 3,280 lakhs only. Our best customers 
are the Middle East countries, East Africa, Australia and Ceylon, 
but exports of raw cotton are now banned to all but the hard 
currency areas. Due to paucity of foreign imports of cloth in 
war years there was great pent-up demand in the Indian market. 
Hence exports of cloth were restricted by an overall quota which 
was fixed at 400 million yards in 1946, 380 in 1947 and 350 in 1948. 
Restrictions continued in 1949 too, but 470 million yards of cloth 
had to be exported to earn foreign exchange. The table below givek 
us up-to-dati* figures. 

Exports (In lakhs of rupees) 

1943-44 1945-46 1948 

Baw oottoa ... 749 1,510 2,230 

<Cotton manufactures 4 262 3.280 3,690 


1949 

1 683 
4,936 



Direction of India*$ Sea-borne Trade (in lakh* of rupees) excluding Me-exporii 
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^ {iv) Tea. T m in one of our best earners and has been main^ 
taining itself in war and post-war years. It is only second to jute< 
in earning foreign exchange. India produces black tea. At the 
moment her only other competitor is Ceylon, as Indonesia is still in 
the throes of war. Green tea from China and Japan is being 
steadily ousted. For those who drink black tea tor a year 
continuously, green tea becomes insipid. This is why it is expected 
that exports of Indian tea will maintain themselves. 

The U.K. is our biggest customer absorbing two-thirds of our 
total shipments. The IIS.A. is the second best customer. Exports 
of tea to Canada also h:>ve improved. Australia is another good 
customer, purchasing about Rs. 2 crores worth in a year Exports 
of Indian tea to hard currency countries have increased. The 
policy is to export freely within an annual quota fixed after 
considering domestic demand and total production. India exported 
492 million lbs. of tea in 1949 against 857 in 1948 

Exports of Tea. (In lakhs of rupees) 

1943-44 1945-46 1948 R49 

Te» ... .. 3,785 3,552 3,784 7,862 

(*) Oilseeds & Vegetable Oils. Groundnuts are the most import¬ 
ant type of oilseeds produced in India. The total production of 
groundnuts has increased by 10% per annum. During war-years 
India established the Vanaspati industry as well as extended the 
soap, paints and dyes industries. The exports of oil-seeds 
have decreased due to increased domestic consumption. On the 
other hand, the exports of vegetable oils have greatly increased, 
as will be clear from the table below. Another cause of decreased 
exports of seeds is the greater consumption of oilcake and groundnut 
meal as a substitute food in the country. India exports large 
quantities of mustard oil to East Pakistan. 

In 1948 an export duty of Rs. 80 per ton on seeds and 
Rs.200 per ton on oils was imposed. In February 1949, this duty 
wasremoved altogether. The exports were destined mainly for soft 
currency areas. The exports of oilseeds in 1949 were about 10% of 
what they used to be in pre-war years. 

Export of Seeds & Oils. (In crores of rupees) 

1938 1948 1949 

Oilseeds 15 10 9 

Oik 1 18*5 8 

(vi) Tobacco . India possesses in tobacco a source of consider¬ 
able wealth. Smoking is increasing all over the world. The value 
>f our export of raw and manufactured tobacco came to Rs. 666 
lakhs in 1946. Considerable research is being sponsored by the 
Sovemment and the Indian Central Tobacco Committee in South 
India, The U.K. has always been the best market far Indian 
bobaoco. Due to dollar shortage the U.K. has been purchasing 
arger quantities of Indian tobacco, 
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Exports of Tobacco . (In crores of rupees) 

im 1948 > 194$ 

To him®* 2'6 8 10 

(vii) Hides , Skins, Raw and Tanned . In pre-war times India 
exported very large quantities of raw hides and skins. During 
war years there were immense difficulties in shipping them over¬ 
seas. Gradually a tanning industry was established in India. 
After the war the Government decided to export them freely again 
hut the partition of India reduced the available quantity. Hence 
the exports of raw hides and skins were banned except to hard 
currency countries. Tanned hides and skins were, however, freely 
exported. Even now Indian hides and skins are in keen demand 
and the year 1948-49 shows increased export of these, specially 
during the months after devaluation of the rupee. U.K., U.S.A., 
Germany and France are our best customers in this line. 


Exports of Hides dc Skins (In crores of rupees ). 



J938 

1948 

1949 

Raw hides & skins 

4 

6 

6*3 

Tanned hides & skins 

r> 

12 

15 


(B) Imports. Let us now discuss goods imported into India. 
The table on the following page tells us the values of a few selected 
items among our imports for various years. 

The import trade of the Dominion of India in private merchan¬ 
dise reached a record height of Rs. 429 crores in the last 12 months 
for which figures are available (December, 1947 to November, 1948). 
This upward trend in imports is mainly attributable to tbe urgent 
need of food and capital goods in the country. It is seen that 
imports of oils have gone down to Rs. 34 crores during this year 
from Rs. 80 crores in 1944-45, but still they are a fairly heavy item. 
Other important items of imports are food grains about Rs. 54 crores, 
raw cotton about Rs. 44 crores, machinery Rs. 75 crores, chemicals 
and medicines about Rs. 25 crores, motor vehicles over Rs, 28 crores 
and dyes and colours over Re. 18 crores. 

The bulk of receipts of fuel oils and lubricating oils are from 
Iran. India does not import much animal oil. Ceylon is our source 
of vegetable oils valued at about a crore of rupees. The U.K. and 
the U.S.A. were our main sources for all kinds of machinery, textile, 
electrical and metal working. In fact our needs in most manufac¬ 
tured goods are supplied by these two countries. 

As regards food grains, India has been going with a sort of 
Egging bowl to almost all over the world. The U.S.A., Argentina, 
Canada, Australia, Pakistan, Turkey, Egypt, Russia^ Burma and 
even Italy contributed their quota to satisfy tbe heavy needs of 
India in the way of food grains. 

Imports of raw cotton from abroad have shot up to a little less 
than Rs. 44 crores in the last 12 months under review which is 
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practically double of the imports in 1945-46* This is due to 
Pakistan having taken away territories which specialized in better 
staples. India has had, therefore, to import her needs of cotton 
from Pakistan, Egypt, Kenya Colony, Tanganyika territory and 
Sudan. 

Other countries like Australia, Canada, Switzerland, France, 
Czechoslovakia and Japan also contributed their share in manu¬ 
factured goods to satisfy the needs of India. 

10. The Balance of Trade. India’s balance of trade in years 
prior to World War II was almost always favourable. In 
the depression years starting with 1931, the balance gradually grew 
less favourable. India then started exporting gold to make good 
the deficiency. The urgent reason for the balance to be favourable 
in these years was that India had to meet certain charges known as 
“Horae Charges”. The following table shows the varying amount of 
Home Charges in different years : 


Home Charges in some Tears . 
(Rate of exchange till 1920 was Is. id. to 1 Re. 
Between 1920 and 1927**2s. to 1 Re. 


After 1927=* Is. 6rf. to 1 
Average 

1909-14 

1919-24 

1929-30 

1932-33 

1935-35 

1938-39 


In crores of rupees. 

29*5 

35*5 

42*1 

39*4 

38*1 

32*8 


Re.) 


As the table shows, it is a pretty large amount which India had 
to pay by waylof Homo Charges to England. If India could not 
earn a favourable balance on her trade in private merchandise in 
any year she had to make up the difference by exporting gold. 
From 1931-32 to 1939-40 India had to export gold to the tuna of no 
less than Rs. 362 croros to make good the fall in the value of her 
exports. The sale of gold by the people of India who were in distress, 
and lived upon their capital providentially came to the rescue of 
India’s foreign trade and gave funds to the Government to meet 
their obligations of Home Charges abroad. 

Home Charges. After all what are those charges which dominat¬ 
ed the Indian Government’s policy in regard to finance and exchange 
in the past ? Payments were due from India to the U. K. every 
year. To make these payments India had to have a favourable 
balance of trade. These payments were often criticized aB ‘a drain 
of wealth’, a sort of tribute paid by India to England on account of 
her political subjection. The drain theory would have been quite 
correct if India had received nothing in the way of material wealth 
or immaterial services in return. Let us examine each of the- 
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items Usually included under Home Charges and find out how far 
-criticism was right. 

(a) Interest on loans raised in England to finance railway and 
irrigation schemes. When these loans were raised there was not 
enough capital In India to satisfy Government requirements. The 
position is, of course, different now. Secondly, the i*ates of interest 
in London were much lower than in India. All countries in the 
world that started late on the road of industrialization and Stood in 
need of capital to finance big schemes went to London in those 
days to borrow money. India was in a more favourable situation 
as compared with other countries as she was a part of the British 
Empire and could get money at lower rates. Some Indian economists 
charge the Government with the misuse of the money borrowed. 
But that is a different story altogether. Individual householders 
make mistakes in spending their hard-earned earnings. Properly 
managed, the loans borrowed might have given India a few more 
miles of railway lines or canals. But that is about all the blame 
that attaches to the Government in this matter and the expenditure 
can in no case be styled a “drain”. 

( b ) Government stores charged against revenue . Since the incep¬ 
tion of the Indian Munitions Board, later merged into the Imperial 
Department of Industry and Commerce, Government stores have 
been purchased in India as far as possible, but still a good deal of 
expenditure had to be incurred in England. 

(c) Leave and furlough allowances, pensions and gratuities of all 
kinds and the cost of maintaining the Commissioner for India in 
Jjondon and the India Office. Pensions and gratuities were paid to 
British civil servants working in India and earned by them. The 
question of Indianization was no doubt in the forefront and more 
and more Indians were being employed, but still there was a large 
number of Europeans working in India and they had to be paid. 
It has been said that unnecessarily high salaries and emoluments 
axe paid to the foreigners. With Indians carrying on the work of 
administration the civil salary bill would have been comparatively 
much lighter. What is more, what the Indians would have earned 
would have remained in India with their experience. As it was, 
both were a loss to India. 

(d) Military and Marine Chatgis. The British army in India 
was criticized on two grounds. It was asserted that it was too large 
for the defence needs of India. If it was meant more for Imperial 
purposes than the defence of India, a portion of its cost should have 
been borne by the U. E. In the year 1934-35, this was agreed to 
by the British Government in principle and they started contribu¬ 
ting two crores of rupees a year to the maintenance of the army in 
India. Till April 1938, India contributed £300,000 annually to the 
British Exchequer for naval protection. Since then this contribu¬ 
tion from India was given up on condition that India maintained 
six sea going armed escort vessels. 
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The second ground on which the army expenditure was criticiz¬ 
ed was that a British soldier was more costly to keep than an Indian 
soldier ; therefore, British army units should be replaced by Indian 
units* The achievements of the Indian armies in North Africa, 
Italy and Burma in this war proved that the Indian soldier as a 
fighter was second to none in the world. 

It is a matter for congratulation, however, that due to enormous 
purchases made by the British Government in India during this war, 
all our sterling debt has been repatriated. From being a debtor 
country India has suddenly become a creditor country. 

A vast accumulation of sterling assets stood to India’s credit 
in London The family pensions and provident funds of the 
Britishers who were in services in this country in February 1943, 
were capitalized. The railway annuities were also capitalized and 
Rs. 14 crores which were paid only on account of interest due on 
loans borrowed have been wiped off. 

In addition to the four items enumerated above which consti¬ 
tuted Home Charges, India had to make some other payments too. 
For instance, (t) a good deal of private foreign capital was invested 
in India, the interest and profits of which went out of the country 
every year. As discussed elsewhere, foreign capital is no doubt 
beneficial in some respects, but it also brings in its train a long chain 
of evils. A good deal of our excess of exports over imports was 
accounted for by this item. ( ii) In addition, the services of foreign 
shippers, bankers and commission agents had to be paid for. India 
still does not possess an Exchange Bank of its own, hence all earnings 
m this connection go out of the country. Besides these, large 
premiums and commissions have to be paid to the foreign insurance 
companies working in India. 

Considering the pros and cons as discussed above the idea that 
Home Charges were a “drain of wealth” or a “tribute” from a subject 
country to her overlord is ridiculous All the same, it will have to 
be admitted that there were genuine grounds for complaint which 
should have been remedied. 

During the war years we paid off our loans, funded our 
railway annuities as well as furlough allowances and pensions, and 
wiped off our debt and emerged a creditor country to the tune of 
£1,000 million. During post-war years and more particularly after 
the partition of the country, India developed a persistently unfavour¬ 
able balance of trade due to some special reasons which need a 
careful study. 

11. Causes of Unfavourable Balance of Trade. Before World 
War II, and specially during it, India had favourable balances of 
trade. It is, therefore, surprising that all of a sudden, after the war, 
Indian balance of payments should have become unfavourable and 
should persist in being so. But it is those very favourable balances 
during the war which have brought about unfavourable balances now. 
Let us discuss the causes. 
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(1) During the war India exported more goods than she 
imported. The difference was paid to her in the form of sterling 
assets which set in motion in India an inflationary process, t\e., there 
was (and still is) more money in circulation in relation to goods, 
India became a good country to sell in and a bad country to buy in. 

(2) India has come to be a huge importer of food grains and 
provisions. This is due to several reasons. Burma, a net exporter 
of rice, is no more a part of India. Indian population is growing at 
the rate of about 4 millions a year. The surplus food grain-growing 
areas of India, West Punjab and Sind, are lost to her and now form 
a part of Pakistan. As a consequence, India has had to import huge 
quantities of food grains from all over the world, specially hard 
currency countries with whom India’s trade balance is very un¬ 
favourable. The position has been made more difficult by the 
prevailing high prices of food grains and Indo-Pakistan political 
differences. 

(3) The partition of the country into Pakistan and India is 
also responsible for our unfavourable balances. Till June 1948 we 
had a Standstill Agreement with Pakistan and till then we could not 
consume the entire amount of money released from our sterling 
balances in England. Yet in the next 12 months not only did we 
exhaust these unconsumed releases but we actually spent away what 
was scheduled to be released in the coming years. This was due to 
the fact that we could not export raw materials like jute, cotton, 
hides and skins, etc., in quantities which we used to export pre¬ 
viously, out we had actually to import some of these from Pakistan, 
Egypt, Sudan and elsewhere for being processed into manufactured 
goods in our mills. After the devaluation of the rupee in September, 
1949, Indo-Pakistan trade came to a standstill. Pakistan imposed 
duties on Indian goods and actually boycotted her piece-goods. She 
even refused to release raw jute which India had purchased and paid 
for. As Pakistan did not devalue her currency her goods were too 
costly for India to purchase. For the same reason various export 
duties and other restrictions were placed on exports from India to 
Pakistan. As a result India had a heavy deficit balance in her trade 
with Pakistan as well as with the rest of the world. India is trying 
hard to increase the area under jute. It has been decided to reach 
self-sufficiency in this essential commodity by 1952. But even if we 
do so, we should be ready to face competition from Pakistan in the 
near future in both raw and manufactured jute in the world markets. 

(4) Due to higher incomes in India, there was not only a 
greater demand for imported goods but also a greater demand for 
goods produced in the country. Many of these commodities which 
were previously exported in large quantities, came to be exported in 
smaller quantities. More of them were consumed in the country 
leaving a smaller exportable surplus. Oil-seeds, pig iron, raw cotton, 
etc., fall in this category. 

(5) Due to India having more money in circulation in relation 
to goods, the costs of production were relatively higher in this 
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country. Hence the quantum of Indian exports was considerably 
less than would have been the case if Indian wages had not gone up 
so high, As a matter of fact, wages went up to about 400 as com¬ 
pared with 1939* but the efficiency of labour had fallen to 60 due to 
the partition of India which resulted in trained labour migrating to 
Pakistan. 

12 Remedies Adopted. The Emerging Pattern of Trade. 

The fact that India has been having adverse trade balance with not 
only hard currency areas but also sterling countries and Pakistan has 
opened people’s eyes to a grave situation. The remedy glibly 
suggested is ‘Less imports - more exports’. It should be remem¬ 
bered that ‘more exports’ means ‘greater production’ which cannot 
be achieved without more machinery which India cannot produce. 
Hence ‘less imports’ may be a suggestion fraught with danger. Our 
expenditure abroad is essential in most cases and it can be discharged 
only with the produce and labour of our people and in no other way. 
Hence we need both short-term as well as long-term planning of our 
trade. A good many devices have been adopted by the Government 
of India and some are under consideration. Let us discuss them 
individually. 

(/) Export Effort. The Government of India were anxious to 
increase exports from India. Accordingly they appointed the Gorwala 
Export Promotion Committee in July, 1949. In November the 
Government accepted the recommendations of the Committee as 
follows : — 

(a) Speculation in jute goods has been stopped and speculation 
m other directions, which has tended to degenerate into gambling, 
will be stopped. 

{ b ) Export controls, particularly on manufactured goods will 
bo liberalised and licencing procedure simplified. Goods within a 
fixed quota will be exported freely until the quota is exhausted. 

(c) Controlled raw materials, packing materials, and transport 
facilities will be supplied for manufacture of goods which are to be 
exported. 

( d ) Steps will be taken to insure that Indian exports give no 
cause for complaints and that complaints of purchasers will be 
quickly dealt with when received. 

(e) Government will revise export duties if needed and will see 
that provincial sales taxes are not applied to the goods which are 
exported. 

The Government has also appointed an Export Advisory Council 
to advise Government on the working of export control policy. The 
Government reviews the export policy every six months and pro¬ 
hibits, permits or encourages export of goods according to prevailing 
circumstances t.e., no export licences are granted for food or other 
commodities the supply position of which is very tight. They also 
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ban the export of raw materials which are required for the sake of 
domestic consumption as w'as the case of raw wool recently. f 

Besides the above, the Government chalked out a programme 
formulating the future pattern of trade : “Employment of «ucb 
purchasing power as we have for the purpose of bringing down to a 
reasonable minimum the pri os of industrial raw mat dials imported 
from countries, whose currency s have appreciated in relation to 
Indian currency ; prevtnt ion of speculative pi ices by legislative and 
administrative measuies and by regulation of criclit facilities ; 
impositu n of customs duties vondtucmly wuth the principle of non- 
discrimination on cuticle^ exported to ha f d currency areas, so as to 
ensure maximum foreign exchange, and at the same time secure 
advantages resulting from the devaluation distributed among the 
foreign importers, the Indian manufacture r and the Indian exchequer; 
and lastly, to lake st rs ps with the Provincial and State Governments 
to bring about a reduction of lO l> 0 in the retail prices ol essential 
commodities, manufacture d goods as well as food grains by a 
reduction of ex-farm and ex-factory juices or by reduction of distri¬ 
bution costs and incidental charges on both/ 1 

(2) Import Control Policy. In older to conserve dollars, imports 
from dollar and hard curron *y areas are restricted. Lately due to a 
deficit with sterling countries, a similar restriction on imports from 
sterling countries lias been imposed. The condition of foreign 
exchange resource's is reviewed every six months and a programme 
for the next half year is drawn up in a way that onr available 
foreign resources are not over-spent. The Government has also 
appointed an Import Advisory Council to advise the Government in 
the operation of import trade control. For the administration of 
such a control goods are divided into a number of categories, some 
of which are put under Opt n General Licence from soft currency 
countries ; others are licenced freely from dollar areas; still 
others for which no licence can be granted and lastly, there are goods 
for which over-all monetary limits are placed within which 
they can be imported from soft currency or hard currency areas or 
both In drawing up such lists 4 priority’ is given to imports of 
capital goods, essential raw materials as well as necessary consumer 
goods. 

(5) More Prodtiction. As explained above, deficits in balance 
of payments can be cured not by mere regulations of foreign trade, 
for that is only a ternj orary palliative, but by raising production 
to the level of consumption in the country. The Government has 
realised the force of this principle and they are putting forth efforts 
to stimulate production in the country, To achieve this end a 
number of multi-purpose projects have been put into operation and 
the target of food self sufficiency by 1951 is being vigorously worked 
for. Besides filling m this gap, efforts are being made to bring waste 
lands under the plough with the help of machines so as to rid India 
of her dependence of cotton and jute on Pakistan. Still further, 
the Government is trying to increase the exports of tea, man- 
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ganese, short-staple cotton, raw jute and other minor commodities 
like shellac, mica etc,, to countries where it will do most good to 
Indian foreign exchange conditions. 

(4) Devaluation In September, 1949, the Government 
realised that all their efforts at increased exports were fading and 
deficits with foreign countries,'both dollar and sterling, were on 
the increase. Other sterling countries including England were in 
the same position and the Empire Dollar Pool was having a minus 
balance. To correct this position the Government uf England 
devalued her currency by 30 f>% and India and other sterling 
countries (excluding Pakistan) followed suit. The table given below 
indicates the heavy unfavourable trade balances before October, 
1949 and the favourable balances after that date :— 


Monthly Trade Balances. 1 (In crores of rupees) 


Imports 

Exports 

Balance 

J949 July 

57 

29 

-28') 

-17 l 

August 

51 

:i4 

September 

39 

:u 

— 5 ; 

October 

59 

35 

— 24j Devaluation. 

November 

43 

52 . 

+ « 

December 

36 

r>] 

+ 1 * 

i960 January 

37 

47 

+ 10 

February 

•29 

4") 

+ 16 

March 

33 

4 a 

+ 12 

There is no 

doubt that 

it is yet 

too early to study the full 


impact of devaluation on the trade of India. Besides in addition to 
devaluation, there arc strict restrictions on imports. Hence it cannot 
be concluded that the above favotuable balances are the result of 
devaluation only. 

(5) Nationalization of Trad*>. State intervention in trade is not 
a new thing. Many counhies have been resorting to it m crisis. India 
too has been making barter dials with some countries e.g , U,8.S.R«, 
Pakistan and Argentina The Indian Government lias been feeling 
the necessity of some sort of hitunotion in foreign trade, mainly 
due to the disieputciblo methods adopted by Indian exporters. They 
felt the need for grading, marking and improving the quality of goods 
to be exported. Ilf me they appointed the IXshmukh Committee 
to make teeommendations on State trading. The Committee has 
recommended {in Jul\, 19 old the treat ion of a m ini-i ffieial corpo¬ 
ration with an initial capital of Rs 2 crores gradually advancing to a 
total eapituhof Rs. 10 crores. The Committee iccommended that this 
corporation should control India's foreign trade in fo< d, cm I, steel, 
cotton, fertilizers and cottage industry products. It is believed that 
the Committee has suggested the progressive nationalization of India’s 
bankingj shipping and insurance and the desirability of setting up a 

1< Reports of foreign merchandise not included. 
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network of multi-purpose rural co-operative societies. It is recom¬ 
mended that 51% of the share will be subscribed by the Central 
Government and the rest by State Governments and private investors. 

There is, however, a general feeling in the oountry that 
complete nationalization of foreign trade is not yet desirable and that 
the Government should bite only what it can chew, i.e., control only 
those sections of trade which it can handle successfully. 

13. The ‘Entrepot* Trade of India. India is very conveniently 
situated for trade between the West and the East. Goods from 
China and the East Indies and Ceylon find a convenient halting 
place on their way to Europe. Similarly, the goods from Europe are 
distributed from Indian ports. 

There are countries like Tibet, Nepal and Afghanistan that have 
no seaboard of their own. Their exports and imports pass 
through India. Wools and skins from across those countries flow 
through Lahaul and Kulu Valley into India and are sent to the 
U.K. and the U.S.A. In return textiles, sugar, tea, spices, etc., of 
foreign origin are taken in across India. 

Indian re-exports went on increasing up to 1923-24 and 
then consistently fell till 1933-34. Gradually they have improved 
again. The following table gives an idea .of the expansion in the 
last few years : 


Re-ex forts, (In 

1920-21 ... 18 | 

1931-32 ... 3 

1939-40 ... 10 

1942-43 ... 7 I 


crores of rupees .) 


1944-45 

... 

17 

1945-46 

... 

24 

1946-47 

... 

23 


There does not seem to be much of a future for India’s entrepot 
trade, as every country wants to have direct bilateral relations or 
quota arrangements with others. Only those countries which are 
beyond the frontiers of India and are without access to the sea will 
use India as a passage for their exports and imports. Recently an 
Indo-Afghanistan trade treaty has been signed on a bilateral basis. 
This will result in exchanging the special products of this country 
with those of Afghanistan. 

A brief study of the trade of India with Afghanistan will be 
of interest. Afghanistan has no sea frontier. India is her natural 
entrepot The value of her trade with India, for some years is given 

below. 


Average per annum from 1900 to 1905 ... Rs. 1,30 lakhs 

1937-38 ... Rs 5,87 „ 

1941-42 ... Rs. 9,52 ” 

During the war years after the declaration of war by Japan, 
India could not fill the gap left by that country in the trade with 
Afghanistan. Although trade fell, still Indian exports to Afghanis¬ 
tan actually increased. India exports cotton, tea, leather goods. 
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scientific instruments, rubber goods, sugar, silk manufactures and 
livestock to Afghanistan and in return buys mainly fruits, nuts, 
vegetables, skins and furs, spices and wool. There Is much scope 
for expansion of trade with Afghanistan. The land frontier of India 
has been very greatly extended since the partition of the country 
into two Dominions. India is exporting a very large number of 
manufactured goods to Pakistan and is getting in exchange primary 
commodities like cotton, jute, wheat, salt and gypsum. 

Customs posts have been established between the two Domin* 
ions but so far no figures of the land trade between the new countries 
are available. There is thus a great paucity of data regarding trade 
across the land frontier. It must be emphasized, however, that the 
future of our land, frontier trade is bound up with the future of 
trade in general. India needs markets for her goods. A better 
understanding with Pakistan is, therefore, of great importance to 
this country. A fostering of harmonious economic relations with 
neighbouring countries is most desirable. 

14. Trends in India’s Foreign Trade. The pattern of India's 

trade in the future will depend upon the pace and character of her 
industrialisation. It has been seen that India’s balance of payments 
has been unfavourable during 1949. To correct it India devalued 
the rupee following devaluation of the sterling in September 1949. 
Gradually the adverse balance decreased and ultimately changed into 
a favourable one. Thus in the first six months of 1950, there was 
an increase in exports and a fall in imports. This change is, however, 
not entirely due to devaluation. It is at least partly due to 
restrictions on imports and specific encouragement given to exports. 
To adjust balance of payments in the long term we will have to 
correct the maladjustment in internal and external cost and price 
relationship. The inflationary trend in internal price structure will 
also have to be corrected. 

It may be pointed out that the partition of the country has 
converted a large part of our internal trade into international trade. 
As a consequence, jute and cotton, which previously formed part of 
India’s exports, are now her imports. 

Short-term Policy . The aim of India’s short-term foreign trade 
policy should be to achieve trade equilibrium as well as to earn 
sufficient foreign exchange to pay for the required volume of imports. 
To do this we shall have to use our agricultural and industrial 
sources efficiently, to replace worn out equipment, to invest in ne# 
lines of manufacture as well as to maintain fixed levels of current 
consumption. The balance of payment problem will have to be 
attacked both on the demand and supply side. The methods suggested 
by the Fiscal Commission for this purpose are :— 

1. Monetary and budgetary measures known as ‘disinfla¬ 
tionary ’ measures to achieve internal economic stability ; 

2. Exchange rate adjustments, e. g., devaluation of th$ 
urreney; 
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3* Adjustments in the structure of production, and 

4. Bilateral trading arrangements. 

It may be emphasised that disinflationary measures are essential 
for the correction of disequilibrium in international accounts. Mere 
devaluation will not be effective until there is a proper system of 
economic controls in operation. Devaluation is essentially a defensive 
measure. In the long run the pattern of consumption and production 
needs changing to secure increased exports. Bilateral agreements 
cannot correct disequilibrium by themselves, but they will certainly 
establish trade contacts and goodwill between India and other 
countries. 

Long-term Policy. The objectives of long-term foreign trade 
policy may be mentioned as below. 

1. To consolidate the position gained by the country in the 
short-term period both in the fields of agriculture and industry ; 

2. To promote a pattern of import trade by which India can 
obtain equipment necessary for the development of her agriculture 
and those cottage, small-scale and large-scale industries which it may 
wish to develop ; 

3. To promote a pattern of export trade (in volume, com¬ 
position and direction) that vill enable India (a) to pay for her 
essential imports, (b) to specialise in those exports in which she ijas 
a comparative advantage, and (c) to direct her export trade to 
those markets in which she can more easily hold her own against 
competition from other countries. 

This policy will fall into a number of clear-cut stages in har¬ 
mony with the progress India makes in industrialisation. Those 
stages are :— 

(а) ( i ) The first stage during which capital goods will have to 

be imported for the development of India's na.ural 
resources, e. g. 3 agriculture, water-power, irrigation, 
etc, ; v 

(«) the essential tertiary industry such as communications ; 
(in) the essential basic industries ; 

(it?) and the essential consumption goods industries. 

(б) The second stage woll be reached when capital im|>orts 
decrease and goods and services are produced in the country and 
national income increases. During this period more consumption 
goods will be produced as well as imported unless an austerity pro¬ 
gramme in consumption is adopted, 

(c) The third stage will see an increase in the secondary in¬ 
dustries. Demand for imports will fall. New markets will be 
explored for India's goods and goods of a special quality only will be 
imported. 
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As regards the direction of foreign trade* India will import her 
capital goods from industrially advanced countries and her primary 
goods from Eastern countries. Her exports will be divided more and 
more between the industrial backward countries of Asia and Africa, 
Further the products of India’s agriculture and mines should be 
processed as far as possible before they are exported. These changes 
call for a purposeful reorientation of India’s export trade. She 
should learn a lesson from Japan and try to quicken the pace of 
industrialisation with regard to both small-scale and large-scale 
industries on a well thought out plan. For this she will have to 
increase her shipping resources and open up new markets as well as 
establish banking and insurance houses* which will facilitate her 
exports to Middle East and Far East countries. 

These are the broad lines along which India’s foreign trade will 
be developed Obviously there is an urgent need for a planned 
policy in this respect both in the long and the short period. 

15. India and the International Trade Organization After 

the war of 1914-18, the peace-makers saw no ne^l for economic 
co-operation on an internation d basis. It was expected that nations 
would return to the gold standard and the ft old normal” conditions. 
It proved a chimera, an impossible dream. Luckily it has been 
realized today that the world would blip back into the chaos of 
competitive controls and restrictions unless major countries 
joined hands together to stop this tendency. Before the war of 
1939-45 there was no free world nmkets. National economic systems 
had sprung into existence and a policy of piot< ctionism and restric¬ 
tive fiscal autonomy made trading conditions precarious. Govern¬ 
ments interfered with international transactions and reset ted to 
dhcrimination. Now joint action is ft It to be an urgent necessity to 
prevent world trade from being restricted as it was in the ’thirties. 
It is seen that most nations have common fears, problems and 
desires. Sm*h problems can be solved only by common action and 
are proper subjects for international collaboration. 

The idea of international collaboration ins been in the field for 
a long time. It was embodied in the Atlantic Charter m 1941. 
It found expression in the Muuul Aid Agreements m 1942, and the 
Bietton Woods Agreements ut 1941. It led to a renewal of the 
Trade Agreements Act in 1945 and the Anglo-Amcucan Financial 
Agreement in 1946. It gave birth to the Intern ttiond ft t le Oiga- 
nization which held its fii^t meeting at (5 ne\a m 1947 ami its 
second conference (78 nations were rejnesentcd) at Havana in 
March, 1948. Out of the 58 countries, 53 aetu illy signed the 
Charter of the I.T.O. India was one of the signator os. 

Briefly speaking, the Committee has considered the work of 
various sub-committees (six in number) and arrived at the following 
ponclusions over the various issues involved 
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1. Quantitative Restrictions and Exchange Controls, The London 
Draft says that “no prohibition or restriction, other than duty, 
taxes, or other charges, shall be imposed or maintained by any 
member-country on the importation of any product of any other 
member-country, or on the exportation or sale for export, of any 
product destined for any other member-country.” 

The following exceptions are, however, permitted :— 

ft) Transitional prohibitions designed to effect the equitable 
distribution of products in short supply, the maintenance of war¬ 
time price control and the orderly liquidation of Government war 
surpluses. 

(it) Temporary restrictions to relieve shortages of food¬ 
stuffs and other essential products. 

(tit) Controls under inter-governmental commodity agree¬ 
ments. 

( iv ) Import controls by a country as a means of safeguarding 
Its balance of payments. Here the test is the member's need (a) to 
stop or to forestall the imminent threat of a serious decline in the 
level of monetary reserves, (6) in the case of a member with very 
low monetary reserves to achieve a reasonable rate of increase in 
its reserves. 

Any member may complain that another member is employing 
restrictions which are damaging to its trade. The 1. T. O., in 
consultation with the I. M. F., will consider the complaint and 
recommend adjustments, which, if not complied with, will bring 
penalties in the shape of withdrawal of tariff concession from 
member-countries. Members may request the I. T. 0. to give prior 
approval to restrictions which it desires to impose. 

It may be said that these exceptions have been dictated not by 
political expediency but by economic necessity. 

2. Tariffs and Preferences. Members of the I. T 0. are 
committed to enter into mutually advantageous negotiations directed 
toward the substantial reduction of tariffs and the elimination of 
preferences. The general rule requires members to accord to one 
another general unconditional most-favoured-nation treatment. 
Thus all tariff reductions will be on a multilateral basis and 
concessions "will be granted to every member-country whether a party 
to the negotiation or not. Countries like India will not have to grant 
concession on products of an industry they want to protect. 

3. Employment. The London Draft provides that each member 
of the 1. T. 0. “shall take action designed to achieve and maintain 
full and productive employment and high and stable levels of effec¬ 
tive demand within its own jurisdiction through measures appropri¬ 
ate to its political institution^ and compatible with the other purpose^ 
of the Organization,” 
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4 . Economic bevelopment . Under the London Charter war* 
weakened nations are allowed to rehabilitate themselves with the 
help of quantitative controls in trade while economically backward 
countries, mainly on the advocacy of India and China, were per* 
mitted to carry on their programmes of industrialization, by regidat* 
ing foreign transactions. 

S* Restrictive Business Practices. The Draft says “that each 
member shall take all possible steps to ensure that enterprises within 
its jurisdiction do not engage in practices which restrain competition, 
limit access to markets, or foster monopolistic control,” 

6. Commodity Agreement . The circumstances under which 
Governments may enter into agreements regulating the production* 
export, import or prices of primary commodities are carefully 
defined. Such agreements are limited in duration and are subject to 
periodic review. As a result of the efforts of the Indian delegation 
another clause was added to the objectives of inter-governmental 
commodity arrangements in the following terms; “To moderate 
pronounced fluctuation in the price of a primary commodity above 
and below the level which expresses the long-term equilibrium 
between the forces of supply and demand.” 

Two other important objectives have also been added, via*, 

(1) the maintenance and development of the natural resources of 
the world and protecting them from unnecessary exhaustion and 

(2) the expansion of the production of a primary commodity which 
is in such short supply as to prejudice the interests of consumers. 

To have a common basis of agreement for 50 odd countries is 
not a light task. A formidable hurdle has indeed been crossed by 
making all these nations with hetergeneous aims agree to a common 
principle. Even a greater achievement is that the I. T. O. is 
authorized to interpret obligations, issue rulings, hear complaints of 
non-compliance and has power to bring pressure to bear on member- 
States and foice them to comply with its decisions. I T.O.’s actions 
will be backed by the power to restrict advantage gained from the 
Charter and thus punish the violating nation. 

This Trade Charter is indeed a momentous landmark. The 
League of Nations could not succeed in this direction in its time. 
The agreement involves long-term planning for the orderly develop¬ 
ment of international trade At the same time it recognizes that a 
healthy international trade depends on the reconstruction of the 
war-devastated areas like France and Germany and the economic 
progress of backward areas like India. The only fly in the ointment 
is that Russia and the Communist countries did not join. 

As a result of this Charter the trade of the Dominion of India, 
which is now free to shape its trade policies, is progressively on the 
increase. She has secured most-favoured-nation treatment in all 
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countries signing the protocol and is thus in a position to compete 
with her textiles in the Middle East and Australia, 

The Charter, thus, is responsible for directly stimulating a flow 
of goods throughout the world. 

It, The Fiscal Commission and the Havana Charter. The 

Fiscal Commission examined the pros and eons of the Havana 
Charter and found that as Jong as the present balance-of-payment 
difficulties continued, the provisions of the Charter would not impose 
many serious limitations on India's freedom to mould her commercial 
policy in the interest of her own domestic economy. In the 
long run, however, the obligations which the Charter imposes might 
detract from India’s right to initiate and pursue commercial policies 
solely in the national interest. 

After considering all necessary factors, the Commission recom¬ 
mended that India should ratify the Charter, provided other 
countries of major economic importance including the U.S.A, and 
U.K, ratified it and provided the economic conditions in the 
country at that time justified this course. The Commission hoped 
that the provisions of the Charter concerning economic development 
of backward countries would be interpreted liberally by the leading 
industrially advanced countries of the world. 

The Commission analysed the tariff concessions granted and 
received by India under the Gem ral Agreement on Tariffs and Trade 
(Gatt) and found that no definite 1 conclusions as to tHe effect of 
these concessions on India’s trade could be drawn. They, however, 
are of the opinion that it would not be to India's benefit to keep out 
of the ‘Gatt/ till the future of Iniei national Trade Organisation is 
definitely known. They suggested that the following principles 
should be borne in mind in all future negotiations : — 

First, in regard to tin* tariff concessions to be received from 
other countiies, India should eonemtrate on — 

(a) commodities whnh meet with competition from similar 

commodities from other countries in the world market; 

(b) commodities which meet with competition from possible 

substitutes from other c( untiles in the wot Id market; 

(c) manufactured commodities ralhei than raw' materials. 

Secondly, in the matter of granting tariff concessions, India 
should con cent rate on— 

(a) capital goods; 

(b) other machinery and equipment : 

(c) essential raw materials. 
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The Fiscal Commission also made three further suggestions. 

(1) First, the special export requirements of thp unorganised 
cottage and small-scale industries, which depend on the foreign 
market to a lirge extent, should he bom* in mind when India enters 
into trade negotiations with foreign countries. It should be the 
particular aim of India’s representsfives to secure for them the 
maximum of tariff concessions in the foreign market and to safe* 
guard their position against competitive imports from abroad. 

(2) Secondly, a (lose watch should bo kept on the course of 
trade in the ‘Gatt* items, uid half-yearly trade returns should be 
published within six weeks of every half-yearly period, 

(3) Thirdly, before any fresh negotiations are started, the repre¬ 
sentatives of trade, industry and other interests concerned should 
be consulted as regards the nature of the concessions that India 
may claim from the other countries and of the reciprocal con. 
cessions that the other countries m their turn may demand of her. 



CHAPTER XXVI 

INDIAN FISCAL POLICY 

1* Importance of the subject The fiscal policy pursued in 
t he past has had far-reaching effects on Ibhe industrial condition oF 
the country. 'Hs stu<iy'will lead 'usTo conclusions whieh might help 
m moulding opinions and policies to be adopted nowdhai ifte war 
i s over. On this policy would depend the fete of many Svar babies * 
asweil as of old industries that will have l!oHKcet blast o f 

competition from" foreign <Foues ^ Iience an intensive study""of 
tLe problem at the' present moment when the war has thrown all 
previous relationships overboard and fiscal policy is being re¬ 
orientated, is of supreme importance to the student of Economics, 
Recently the Government of India appointed a Fiscal Commission 
consisting of six members under the presidentship of Mr. 
Krishn&machari to make recommendations regarding the fiscal 
policy to be adopted by the Government in the new set of circum¬ 
stances, The Commission has reported and its recommendations 
are under consideration. A discussion of the problem ip all its 
aspects is, therefore, of great interest to the reader and importance 
to the country. 

2. Fiscal Policy of India till 1923 A Period of Free Trade . 
The classical writers upheld the theory of free trade. They 
believe that every country should concentrate its energies in 
the production of commodities for whieh it was best fitted and 
import other goods from foreign countries similarly situated in 
relation to them. England had the good luck to have had a long 
start in the race for industrialization. Her industries had establish¬ 
ed themselves before any other country thought of making any 
systematic efforts to follow. England thus stood in need of 
plenty of raw materials to convert into finished goods and big 
markets to sell the latter in. Free trade suited her and her 
?£2Il£J©i6^Jtdyp^ was 

g Q °d for En gl and w as equaHy good for tp Prest^of^Two3 3. 
jg gMfaj Australia and including India, 

wal?e w^i 1 jy-nilly. The first two had to make 
a severe fight to" emanapate^themselves from these trammels; 
while India’s fiscal policy was largely governed by British 
interests. Up to 1923 India followed a cent per cent policy of 
free trade and whatever duties were imposed on incoming goods 
were for revenue purposes only. Even these often resulted in a 
great outcry on the part of Lancashire and in some cases counter* 
vailing excise duties were imposed. The long line of Finance 
Members during all these years were deeply dyed in free trade 
colour and religiously believed in its efficacy as a measure of 
relief for the poor Indian consumer; and even when they did 
impose customs duties in times of financial stringency, they felt 
very apologetic over it and expressed heartfelt sympathy for the 
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British manufacturer. Lord Curzon stated in a letter to the London 
Timm, in 1908, that “ever since India was ordered to abolish her 
customs tariff in 1875, it has been in the main in response to 
Lancashire pressure that the successive readjustments 6f this policy 
have been introduced/’ Thus, if the duties imposed for mere revenue 
purposes did happen to create any industries, they were lowered 
with the double object of correcting the tendency and increasing 
customs income. 

The war of 1914-18 compelled the Government to raise the 
tariff. They found it impossible to lower it after the war was over 
due to their need for more money. In 1922 the total Indian customs 
revenue was Rs. 32,14 lakhs as compared with Rs. 9*24 lakhs in 
1909-14, being 24*4 per cent, of the total revenue in place of only 
13*9 per cent. These revenue duties happened to give some pro¬ 
tection to a few industries in an unscientific manner but the Govern¬ 
ment were always uncomfortable and 1 from 1919 onwards their 
efforts were constantly aimed at wriggling out of the situation that 
had arisen.” 1 

3. Agruments for Protection in India. No important country 
has industrialised herself without the help of protection. England, 
Germany, U. S. A., Japan—every one of them had recourse to a 
protective tariff to develop her industries Some of them had ample 
raw materials, others imported them ; but each one of them needed 
the shelter of protective duties for a longer or shorter period to 
establish large-scale industry. There is a common sentiment in 
favour of protection in India too. The main arguments for protec¬ 
tion are given below. 

(i) The Infant Industry Argument . Time is required for the 
development and growth of various elements conducive to the 
development of industry i e for the training of labour, mobilization 
of capital, for giving experience and knpwledge to the entrepreneurs, 
and for learning the necessary technique. During the time an industry 
is acquiring these essentials and sprouting forth, it must be 
sheltered, otherwise it will be blasted by foreign competition* A 
child requires crutches to learn walking. He must grow up before 
he can be expected to wrestle with a grown-up man. The force of 
this argument has been recognized by economists of authority like 
Marshall and Pigou. Some Indian industries, which have a potentially 
bright future, are undoubtedly in a state of infancy. To protect 
them from the competition of giant foreign concerns is absolutely 
essential, otherwise they will have little chance to grow. Lala 
Harkishan Lai speaking about Indian industries to the Fiscal 
Commission said : “Nurse the baby, protect the child and free the 
adult.” This is a maxim whose validity cannot be seriously 
questioned. 

(it) Argument for Diversification of Industry, For the all-round 
development, mental and physical, of the nationals of a country, a 


1. B. K. A darker— TA* Indian Fiscal Policy , p* 422. 
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large variety of employment is essential, for an occupation that a 
man follows has an intimate hearing on the development of his 
personality. No nation likes to be a nation of shopkeepers, clerks or 
agriculturists only. The quality of employment is as necessary as its 
quantity. It is, therefore necessary to develop some industries even 
though thev do not confotm to the principle of comparative costs, 
»\e., even though all conditions are not congenial for their growth* 
Only protection can enable Hieh industries to develop. We have as 
yet developed a few major industries. To develop others with the 
objective of securing diversity, protection will be necessary. 
S pecialization in only one or two directions is like putting all one’s 
e ygs m one basket There is a groat risk oFcrTming to grief. 

(in) For Defence. Adam Smith says, “Defence is better than 
opulence.” Dependence on foreign countries for some essential com¬ 
modities proves dangerous m times of war. For a tew years preced¬ 
ing World War II, many countries, especially Italy and Germany, 
were making frantic efforts to grow or manufacture certain essential 
articles which they had to import, for they knew that war would cut 
off foreign supplies. Tins argument has a special force in case of ‘key* 
or basic industries ox food industries, the produce of which is essential 
for existence. In the last war India was not able to play the part she 
could have plajed if her irnpoitant industries hid been properly 
developed. This argument is all the stronger now that India is free. 
She is on the side of democracy but has not aligned herself to any 
one of the two camps into which the world is split up. Hence she 
must develop her defence industries if she wants to pull her weight 
towards the maintenance of peace in the world. 

(ir) For Self-sufficiency. In case a country desires to be econo¬ 
mically independent, it must develop various types of manufacturing 
industries through the aid of protective duties. But isolation is 
neither feasible nor desirable. In view of the present developments 
in the means of communication and transportation in the world it is 
impossible to attain self-sufficiency for years to come. If attempted 
it will only divert the economic resources of the country into less 
remunerative channels. If, however, circumstances necessitate the 
adoption of such a policy, then a country like India will be within 
a measurable distance of realizing tins aim, much more so than U.K, 
and Japan who have to import most of their raw materials from 
abroad. 

(e> For Key Industries. The application of protection for the 
development of basic or ‘key* industries is most urgently called for. 
The development of such industries should claim the first attention* 
No efforts should be spared for the purpose, and key industries 
should be established within the country even if an essential raw 
material has to be imported. As it is, such an exigency will not 
arise in India as she is rich in almost all essential raw materials like 
steel. On the development of ‘key' industries depends the 
establishment of all kinds of other industries in the country. Without 
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Sbasic or key industries, the country will have to depend on foreigners 
for its machinery and equipment. In case of war or sopae other like 
emergency, the whole fabric of industry will fall to the ground like 
a house of cards. Such key industries include heavy chemicals, 
-electrical apparatus, machinery and engines of all kinds. 

(m) Against Dumping . If another country dumps goods in our 
markets with a view to driving the products of some home industries 
out of the field, protection is necessary in sheer self-defence. It is 
possiUb that the foreign country is working with the motive of 
capttMhg our markets by undercutting prices now and making up 
the loss by raising prices later when the home industry has been 
destroyed. No nation can permit her industries to be destroyed in 
’that manner for this will spread unemployment and disrupt 
the peace and economy of the country. In times of war it will make 
her very vulnerable. 

(vii) Against Bounty-fed Goods. The home manufactures must 
be protected against competition from goods which are supported by 
State bounties in the foreign country. The bounty from the State 
gives them an unfair advantage and it is the duty of the home 
Government to remove by imposing a protectivs duty. Indian 
sugar industry was killed by bo entry-fed sugar from Europe* Later 
protection helped India not only to produce enough sugar to meet 
all her requirements but also to export some abroad. 

(viii) Against Goods coming from Countries with Depreciated 
Currencies. Depreciation of the yen (Japanese currency) in the 
’thirties neutralized to some extent the protection granted to our 
cotton textile industry and the measure of protection had to be in¬ 
creased. The country with a depreciated currency is able to export 
more goods. The purchasing country has to pay less of her currency 
per unit of the currency of the exporting country (whose currency has 
been depreciated) and is naturally tempted to buy more from a 
country with a depreciated currency. It then becomes the duty of 
the other country’s Government to negative this artificial and undue 
advantage. 

(ix) For Reveriue. Sometimes protective duties are advocated 
on the ground that they will bring additional revenue into the State 
coffers. To some extent it is true A moderate measure of protec¬ 
tion does bring some revenue. But it should be borne in mind 
that there is inherent antagonism between revenue and protection. 
If an industry has been given effective protection, similar foreign 
goods will have no chance to sell. They will not be imported and 
there will be no revenue. In 1934 proceeds from duty on sugar 
imported into our country considerably dwindled and the Government* 
had to impose excise duty on sugar manufactured in India to make 
up the loss. If, therefore, a country wants more revenue, she cannot 
get it by prohibiting the import of goods through heavy protective 
duties. She can secure revenue only if foreign goods are allowed 
t© come in large quantities and moderate duties are imposed * oil 
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them. That means home goods will meet keen foreign competition* 
and there will be no protection. Either you Can, therefore* give* 
protection or get revenue Further, protection through revenue* 
duties is not sound policy, for it will mean uncertainty and lack of 
continuity. If, therefore, protection is to be given no extraneous- 
considerations of revenue should be permitted to enter* 

(z) For increasing Employment. Another ground on which 
protection is urged is tjiat the development of industries will, in 
the long run, create a large volume of employment in the country. 
On grounds of pure theory this argument is unsound. As exporta 
pay for imports, the country will be able to export less if it imports 
less. Thus the expansion of her import industries will be counter¬ 
balanced by contraction of the export industries and the volume* 
of employment may not be affected But in the case of India, the 
argument Las some applicability, for our export industries, for the 
time being, hardly exist. Our raw materials are indispensable to 
others. If by means of protection we are able to eliminate foreign 
consumer goods from our markets a vast field will open out for the 
expansion of our industries and the volume of employment will 
undoubtedly increase. Our economy is at present unbalanced. To 
restore & proper balance between agriculture and industry is our 
prime need. A policy of effective protection will be eminently 
suitable for this purpose. 

(xi\ For its Popularity in India. Indian sentiment has been 
and is strongly protectionist. The remarkable progress of industries 
in the U.S.A., Germany and Japan under the policy of protection, 
a recent swing round to this policy in England, and the run 
of Indian industries under the policy of free trade have made all 
educated Indians ardently desire protection for Indian mdusti ies, so- 
much so that they are sometimes prone to regard protection as a 
panacea for all the industrial ills in the country. If, therefore, 
vigorous protective policy is pursued it will have a strong popul 
support and as Adarkar says, 1 it is beyond doubt true that Indie*, 
fulfils all the requirements of what Pigou calls a backwaid agri¬ 
cultural country wishful to develop manufactures.” 

4* Drawbacks and Dangers of Protection But protection 
is not a painless remedy, it involves suffering, sacrifice and danger 
which must be intelligently appreciated and understood and can fully 
avoided or minimized. jj| the jirst place , imposition of protective 
duties will raise the pi ices of protected articles and the consuming 
public will have to pay higher prices. The agriculturist who has no 
surplus to sell and the worker, whose wages will generally lug behind 
the incieased cost of living, will have to make Some sacrifices. Mainly, 
however, it is the middle class of people who have to bear the brunt 
and there is no doubt that this class is ready to bear the burden in the 
firm belief that one day India will be a front-rank industrial nation 
with goods selling at competitive prices and a high standard of living 
of the masses. 
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’ Secondly. whereas the public loses, the rich manufacturers gam. 
Protection accentuates the inequalities of wealth*distribution by add¬ 
ing to the wealth of the already rich and requiring the common man 
to make a sacrifice. The Tariff Boards and the Government of India 
have steadily kept in view the interests of the consumer. We can¬ 
not, however, agree that the burden of protection is borneentirely by 
the poor masses in India. With the exception of matches and salt, 
the articles turned out by the protected industries, like iron and 
steel goods, refined sugar, fine cotton fabrics, cement, paper, etc. 
are not articles of consumption for the poor masses. The burden, 
in their case, is largely borne by the middle classes and they do not 
mind it so much because they can better understand where the good 
of the country lies. 

Thirdly , the industries in the unprotected category will he hit 
because they will have to pay higher prices for some materials or 
pay higher wages without having any compensatory advantage like 
the industries enjoying protection Cotton handloom industry has 
su ffered from protection granted to the cotton mill industry . Tins 
is tie reason why some allied Industries ha,a to De given a corres¬ 
ponding measure of protection when the iron and steel industry was 
given protection. Special steps are needed to alleviate suffering 
and such steps are being taken by the Government of India. 

Fourthly , there is the danger that vested interests will he created 
by protection . The industries that will secure protection will be found 
to be highly reluctant to part with it They will strain every nerve 
to retain it Thus the ‘i nfants' may remain ‘infants' and refuse to 
admit that they have grown up But this dianger can be obviated 
by withdrawing protection on the ground that the industry is incap¬ 
able of benefiting by it. Besides, the body politic must eschew 
nepotism and corruption and rise above such low practices. Again, so 
iS long as the Government has the power of taxation sunh vested interests* 
pan always be destroyed and are these vested interests absent in 
.countries which have no protection ? Why hesitate at doing real good 
for fear of doubtful harm ? 

Fifthly , there is the danger of political corruption. Powerful 
corporations in America set aside huge sums in bribery funds to be 
systematically spent in influencing legislators or the election of 
legislators. Once, therefore, protection has been granted, it may 
not be bo easy to withdraw. But the Fiscal Commission did not fore¬ 
see any such danger in India, as Indian legislatures were composed 
of too many heterogeneous elements to allow this evil to prevail to 
any large extent. 

Fifthly , protection is regarded as ‘ mother * of Trusts . It is the 
experience of Germany and America that once foreign competition has 
been eliminated the home manufatureis form combinations in order 
to reap monopoly benefits. Although an All-India Sugar Syndicate 
and a big merger, the Associated Cement Company, have been 
established in India, yet the combination movement has not made 
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much headway here* Further, combinations are no longer regarded 
in the West as inimical to public interest and the combination move¬ 
ment has been consciously fostered by the State. 

Sixthly, it is pointed pyt that if effective protection jg given, 
g overnment^venueB Btart falling . This is not good logic as govern¬ 
ment can more than recoup its losses from excise duties and rising 
income-tax revenue* Besides, the enchanced tempo of employment 
in the country makes up for a comparatively small loss. 

On the whole, therefore, we find that a policy of protection in 
India is not only desirable but necessary. Its dangers have been 
exaggerated and costs magnified This does not mean, however, 
that we should blindly launch an indiscriminate policy of protecting 
every mushroom industry in India without making a previous 
expert enquiry and without trying to find out the probable cost 
in the present and gain in the future. 

5* Circumstances leading to Discriminating Protection* 

During the w ar of 1914-18 the Government of India realized that 
unless industries were developed Inclia was more a source of danger 
than of help to the British Empire. Hence they determined to 
•establish some industries. Accordingly an Industrial Co mmission 
was appointed in 1916 which sub mitted its repor t I n I 9I S a nd recom¬ 
mended that the Government should play an active par t in the 
dev elopment of Ind ian indug^ self- 

su fficient an d ma terial’' During the war the 

British Parliament also committed itself to the political advancement 
of India. Such an advancement was impossible without the grant of 
at least some fiscal freedom. 

6. The Fiscal Autonomy Convention. Since Parliament was 
not willing to concede full fiscal autonomy to India by Statute, a 
compromise was suggested by the Joint Select Committee on the 
Government of India Bill m f nesFw^rcIs': f1 Whalever be the rlglit 
fiscal policy for India, it is quite clear that she should have the 
same liberty to consider her interests as Great Britain, Australia, 
New Zealand, Canada and South Africa have. In the opinion of the 
Committee, therefore, the Secretary of State should as far as possible 
avoid interference on this subject when the Government of India 
and its legislature are in agreement and they think that his inter¬ 
vention, when it does take place, should be limited to safeguarding 
the international obligations of the Empiro or any fiscal arrange¬ 
ments within the Empire to which His Majesty’s Government is a 
party.” This is the famous Fiscal Autonomy Convention, which 
was supposed to give India independence of action in moulding a 
useful fiscal policy. 

A convention, it may be noted here, is a custom, tradition or 
practice, which is generally accepted though it has no basis in law. 
It has the same force and prestige as law, if so accepted. 
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This principle was accepted by the Secretary of State and it 
became the basis of farther commercial relations between India and 
the United Kingdom. Following this Convention the Secretary o f 
State refused to interfere with the cotton duties imposed bv the 


roacne 


sure 


Bcas&ire 



mminatirig pr otection^ 

Discriminating Protection recommended* Aeoording to thia 
policy, protection is not to be accorded indiscriminately to every 
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mid any industry. But the case of an industry claiming protection 
is to be carefully examined and protection is t© be granted only if 
it satisfies certain conditions, so that the dangers inherent in pro¬ 
tection and the sacrifice involved should be minimized. The con¬ 
ditions laid down by the Commission in this connection are popularly 
known as the “Triple Formula.” 

8. The Triple Formula. Main Conditions . The triple formula 
embodied the conditions which bad to be fulfilled by the applicant 
industry before it could be granted protection. The main conditions 
of the formula were as follows :— 

(i) The industry to be protected must p ossess necessary natural 
advantages, such as plenty of raw materials, cheap power, sufficient 
labour an3a large home market without which the industry would 
become a permanent burden on the country. 

(ii) The industry must be one which, without the help of pro¬ 

tection, was either not likely to develop at alf or not TapTdTv enoug h 
to serve the interests of th e country. ~~ 

(Hi) The industry must be one which eventually would heable 
to face world competition without protection. 

Subsidiary Conditions . In addition to the above the Commission 
laid down a few more conditions of a lesser importance : (a) An 
industry which could produce on a large scale with increasing returns 
or diminishing costs was to be considered as more suitable for 
protection, (b) An ind ustry which was expected to me et the entire 
n eeds Of t he coun try in course of timeT^was re commendeJ^a' pre~ 
f erentiar^^^^pratio n. (c) An industry essentlaT^’T^’’ national 

defenc^ basic and key industries were recommended 

protection even if they did not fulfil the above conditions, (d) Special 
measures of protection were recommended against the imports of 
goods dumf ed into India, or if the goods came from countries with 
a devalued or depreciated currency and thus gained an unfair 
advantage over Indian manufactures, (e) Similar steps were re¬ 
commended against bounty*fed imports. 

Recommendations Analysed . The majority of the Commission 
were solicitous that the industrial development of India should not 
take place at the expense of British interests. They plainly stated ; 
“We do not forgt*t that the U.K. is the heart of the Empire, that 
on its strength depends the strength and cohesion of the Empire...... 

Unless the U K maintains its export trade, heart of the Empire will 
weaken and this is a contingency to which no part of the Empire 
can be indifferent ” That why the recommendations of the 
majority fir r protection of Indian industry were so halting m nature 
and were so much hedged in by provisos ahd conditions. 

The minority, too, led by the president, did not want “indis¬ 
criminate projection” but they did want India to be treated as an 
'infant country’, which in effect she was from the industrial point of 
view* They recommended her a liberal dose of protection and less 
-delay in granting it. 
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Whether protection should he granted to young or old indqsh 
tries* no hard and fast rule pan bp laid down. In the ease of fid 
*tnd established industries, there is generally some valuable data' to 
go upon. Consequently there is less risk and uncertainty in granting 
protection to such industries as compared with those which,are 
comparatively young. But in the case of young industries reliable 
•data may be obtained from other countries and thus may be secured 
aurer grounds for protection. In a new branch of an old industry* 
however, there may be greater element of speculation. At any rate 
some element of uncertainty there is bound to remain, whet ~~ 


mdust 


tec 


_ be rescued from a difficult situation an 


p rotection mav be the only means ot doing so . Young industries can 
be helped bybountiestoo^ duties. But it is 

not the age of the industry which is the criterion for granting pro¬ 
tection. The criterion is the fulfilment of the chief conditions laid 
-down by the Fiscal Commission. 

As for the measure of protection, several considerations have 
to be taken into account. The rate is not to be so high as to involve 
an unnecessary heavy burden on the consumer or to send the industry 
to sleep and leave it no inducement to make any improvements or 
effect any economies. In order to arrive at the fair selling price* 
which protection should make possible for the products of the 
industry to sell at, costs of production of an average firm must be 
taken and not those which are either at the top or at the bottom, 
because the aim v is not to prop up weak and inefficient concerns but 
to assist the reasonably efficient ones. 

9. Indian Tariff Board The Fiscal Commission recommended 
the appointment of an Indian Tariff Board to carry on investigations 
into the claims of an industry for protection and make recommenda¬ 
tions. It was supposed to be a body of experts, an ad hoc bod y, 
constituted from time to time whenever the case ot an industry for 
protection had to be considered. It generally consisted of a president 
and two members It conducted a detailed inquiry into the con- 
ditions oTthTmHustry by making a study at the spot. Lt examined 
witnesses and considered memoranda from various individuals and 
organizations who desired protection or who were likely to be 
affected if protection was granted It was for this body primarily to 
consider whether the conditions laid down by the Fiscal Commission 
for the grant of protection were fulfilled by the industry. After 
making a full inquiry and after considering all the relevant facts, it 
made a recommendation to the Government regarding the measure 
•and the period of protection. The Tariff Board was also called upon 
to review the whole matter on the expiry o ^ 3 
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tjhe"conditions in a reasonably liberal manner, protection might bp- 
productive of good results, and if, on the other hand, they adopt¬ 
ed too rigid and Unsympathetic an attitude, nothing might come out 
of this policy. The first Tariff Board was appointed in 1924 in Oon- 
nection with the iron and steel industry and before the Second World 
War, the last was appointed in 1939 for sericultural industry. 

10* Discriminating Protection in practice. Several major 
industries were given protection. We shall deal with them by turns. 

(i) Iron and Steel . The modern iron and steel industry 
came into existence with the establishment of Tata Steel Works at 
Jamshedpur in 1907. The Company started producing steel in 1913 
and made remarkable progress auring the First World War. After 
the war was over, the industry had to face sevefe competition from 
abroad and incurred heavy losses. Its case was referred to the Tariff 
Board in 1924 which found after inquiry that in a few years India 
could be made capable of producing enough steel for her domestic 
requirements at as low a cost as obtained in other countries. On the 
basis of making up the difference between the import price of steel 
and its fair selling price in India, the Tariff Board recommended 
duties ranging between Rs. 30 and Rs. 45 per ton for three years. En¬ 
quiries were made from time to time into the position of the industry 
(in 1924, 1925, 1926 and 1933). In 1933 protection was continued 
for a further period of seven years, till 1941, when the Tata Company 
asserted that they would be in a position to “meet all contingencies’* 
such as the withdrawal of protection. At the last enquiry held in 
1947, the industry did not press for continuance of protection, and 
on the recommendation of the Board protection to it was withdrawn. 
The industry thus enjoyed protection for 23 years and is standing 
on its legs without it now. 

As a result of this protection, halting and grudging though ih 
was, the iron and steel industry of India has made a rapid progress 
and has turned out to be the prize*boy of the donors of protection. 
Today the industry pays a heavy excise duty and fills a big gap im 
the Government exchequer Thus it paid no less than Rs. 372 lakhs 
to the Government in 1939*40 in one way or another. The con¬ 
sumer has not had to carry any extra burden due to the progressively 
falling costs of production while the labourers employed in the Tata 
Company are believed to enjoy almost all amenities of life possible 
to people of their status and condition in any country of the world. 


The war gave a great stimulus to the industry. It is estimated 
that it will be able to hold its own against world competition 
without Government help now. Many subsidiary industries have 
sprung up round the main industries. A number of special steels 
are being manufactured and India is meeting a large proportion of 
her need for tool steel, taps, dies and small machine tools of special 

and Steel Co. have put up a new 
of ^ heel8 > tywt and axles for railway 

.»U»g 
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India produced 28 per cent more of steel in 1042-43 than 1m 
1938-39. Most of the output was absorbed by Government for war 
purposes and civilian consumption was cut down largely. No steel or 
Iron goods could be obtained during the war without licence from 
the Iron and Steel Controller, It is obvious that the vast reservoir 
of private demand which was thus built up will insure the industry 
against any dislocation for many years, 1 

The engineering industry gives employment to no less than 
2,20,000 people. Its progress under protection can be Judged from 
the following figures : 

TABLE I 

Production of Finished Steel in India 

Annual Averages (In thousand tons), 

1939 ... 824 1940 ... 997 I 1948 ... 953 

1943 ... 1166 1947 ... 974 1949 ... 1028 

1945 ... 1141 j 

These figures show that the production of steel was going down 
in India during recent years. As a matter of fact the mills were 
not working to their full capacity. The shortage of coal, labour 
troubles and transport difficulties stood in the way. The partition 
of India into two Dominions led to a dearth of technicians. Besides, 
wagons were not emptied and returned quickly enough. In 1949, 
these difficulties were being overcome. The member of days lost 
from industrial disputes decreased. As a result the existing steel 
mills worked more efficiently and with better results, but even this 
much production is not enough for the increasing needs of the 
country. This is the reason"why the Industries Conference recom¬ 
mended the establishment of two new mills in the country. For the 
same reason imports too have been on the increase. 

(ii) Cotton Textile Industry . The cotton industry in India is 
a very old one and can in no case be called an infant industry. But 
due to several causes such as over-capitalization, the loss of China 
trade in yarn, higher labour costs, higher cost of fuel, etc., in Bombay, 
the Bombay industry was in difficulties in the middle-twenties. Tho 
matter was referred to the Tariff Board in 1926 which made an 
intensive inquiry into the circumstances of the industry and came to 
the conclusion that the cotton industry deserved protection on tho 
following grounds :~~ 

(а) Since 1923 the Japanese yen was progressively depreciatipgf 
from its exchange price of 21d. In fact, in 1935, it went 
as low as 14d. This depreciation helped ^exports of Japanese 
textile goods to India greatly. 

(б) The Japanese mills worked on a double-shift system and 
though the wages paid to the textile workers in Japan 

1. The Review of the Trade qf India, 1942-4$, p. $8. 
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were a little higher than in India, their average produc¬ 
tion per head was very much greater. It has been reported 
that a worker in Japan attended to 600 spindles 
for a wage of Rs. 1-14-6 a day with an efficiency of 00%, 
while a spinning boy in Bombay looked after 181 spindles 
for a wage of Re. I per day with an efficiency of little over 
85%. 

\c) This industry was the biggest national industry of India 
with a total capital investment of Rs. 42 crores and gave 
direct employment to 4J lakh workers in 1926 and, there¬ 
fore, needed protection urgently. 

^d) Japan had rationalized its industry while the full blast of 
world depression had hit the Indian industry hard. Statis¬ 
tics show that while the imports of piece-goods from Japan 
went on increasing from 108 million yards in 1922-23 till 
they reached 425 million yards in 1938-39, the imports 
from the U.K. as well as from other countries declined 
at a quick rate. Thus British imports went down from 
1,440 million yards in 1922-23 to 205 million yards in 
1938-39 while total imports went down from 1,577 million 
yards to 647 million yards during the same period. The 
definite increase in Japanese imports was mainly due to 
the rationalization of Japanese industry and the deprecia¬ 
tion in the yen. 

As the result of these factors working against the Indian 
industry, the number of Bombay textile mills went down from 80 to 
68 between 1925 and 1935. There is ho doubt that there were 
defects in the organization of the industty at Bombay but many of 
these defects were gradually eradicated, e.g., much capital was 
written down and the managing agency system, too, was later on 
got rid of. 

Accordingly, the Tariff Board recommended protection to the 
-cotton textile industry in ever-increasing doses. For instance, the 
duty on twist and yarn was fixed at 6£% at valorem or 1} annas a 
lb. (whichever was higher) and on cotton piece-goods of British origin 
25% ait valorem and on goods of non-British origin 31 Later 
due to exchange-dumping from Japan, the duty on piece-goods of 
non-British origin was raised to 50% ad valorem . It should be noted 
that the lower duty on British goods gave a definite advantage to 
the British manufacturers who, as a result, partly shared the Indian 
market at the expense of Japan. 

* As a result of this protection, though it was belated and 
entirely an anti-dumping measure and was not meant for develop¬ 
mental purposes, the Indian textile industry was greatly benefited 
as is clear from the following table :— 
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TABLE II* 1 2 

Cotton twist and yarn in million lb. 
Year - India Imports. 

1926-27 ... 807 49 

193849 ... 1,303 36 


Pidce-goods in yds* 

India Imparts, 

2,258 1,788 

4,269 647 


The total normal requirements of mill-made cloth in India are 
mo more than 5,000 million yards. There is hardly any room fotr 
<ioubt that after we are able to replace the machinery worn out 
during the war, we shall not only be able to attain self-sufficiency 
but shall also be in a position to satisfy some of the needs of the 
Middle East countries to whom we have been exporting textile goods 
during the war. 

The following table shows the total production of piece-goods 
and their exports during some war and post-war years ; 

TABLE III. 

Production of Cotton Manufactures? 


Year 

Yarn 
(mill, lbs.) 

Piece-goods 
(mill yds.) 

Exports 
Piece-goods 
(mill yds.) 

Imports 
Pieoe-goods 
(mill, yds.) 

1939 

1,263 

4,116 

192 3 4 

649* 

1943 

1,685 

4,751 

n. a. 

n. a. 

1946 

1,398 

4,025 

348 

12 

1948 

1,438 

4,393 

308 

35 

1949 

1,360* 

3,910* 

468 

91 


(Hi) Sugar Industry. Sugarcane is an Indian plant and hai 
travelled all over the world from India. And yet foreign whit< 
sugar thoroughly established itself in India and no less than 5 1 
lakh tons of sugar were imported in 1931-32. The Tariff Boar* 
was convinced that the industry satisfied all the conditions of th 
Triple Formula and gave it protection at the rate of Rs. 7- 
per cwt. The rate was enhanced by a surcharge of 2o per cent ii 
September, 1931, on account of financial stringency, bringing th 
imports duty to a total of Rs. 9-1 per cwt. 

The protection granted to the industry has revolutionized j 
and India till recently was not only fully capable of satisfying all hi 
needs for sugar, but had also a surplus to export* The Govemmer 
imposed an excise duty on the home product to stop over-productio 
and to weed out the inefficient concerns, but the protective 4ut 
was increased by that much at the same time. Thus the protects 

1. Statistical Abstract qf India* Figures from August 1947 are for il 
Dominion of India only. 

2. Ibid . Figures tor 1948 and 1949 are for India without Pakistan, 

8. Figures for 1938. 

4. Incomplete 
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duty was raised to Rs. 7-12 per cwt. in 1934 with an excise duty of 
Re* 1-5 bringing the total import duty to Rs. 9-1. This remained til! 
February, 1937, when the protective duty was reduced to Rs. 7-12’ 
per cwt. with an additional revenue duty of Rs. 2 per cwt. The 
total import duty of Rs. 9-4 lasted till April, 1939, when the 
protective duty was further reduced to Rs. 0-12 which meant 
that total import duty came to Rs. 8-12 per cwt. This measure 
T of protective was renewed from April 1949, till March 1950, when 
the protection duty was removed. 

The Indiafi sugar industry suffers from some major defects* 
which may bo summed up as below :— 

(а) A very low yield of cane per acre, which was 15 6 tons per 
acre in 1936-37 against 52*5 tons per acre in Java in 1928. 

(б) A low percentage of sugar extracted per Ion e.g.> the 

average percentage of recovery of sugar in India was 8 89 
against 10*46 in Java in 1931-32. This rose to 9*29 in 
India in 1938-39 against 11*61 in Java in the same year. 
This low percentage of extraction is due poor technique. 

(c) The non-utilization of by-products. Molasses and begasse 

are the two chief by-products. Molasses can be used for 
making power alcohol, cattle feed, road making, fertiliz¬ 
ing land, etc. Very little of molasses is being used in any 
useful way. It is not only unable to fetch any price 
but even its disposal has become a source of great difficul¬ 
ty/’ 1 Out of a total production of 349,000 tons only 52*7 
thousand tons were exported in 1935-36. This is a huge 
national waste. 

(d) This industry has been fairly heavily taxed not only by 

the Government of India with an excise duty but also 
with a sugarcane cess levied by provincial governments 
with import duties on machinery, with high railway 
freights and with income-tax on profits and an additional 
excess profits tax during war years. 

(e) Location of Industry . The development of the industry 

has shown the need for regulating the location of industries. 
The Tariff Board in its reports 1931-32 and 1937 drew 
attention to the fact that tropical regions were better 
suited for sugarcane cultivation than sub tropical regions 
{U. P. and Bihar). They expressed a decided preference 
in favour of future development being directed to other 
areas than the U. P. and Bihar. 

The first three drawbacks can be cured by improving the 
quality of cane and the last by the utilization of molasses for the 
production of power alcohol and of begasse for making paper. 
Government is trying to make improvements in all directions. 


1, Adarkar —Indian Fiscal Pcn>cy, p. 228, 
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The industry has grown remarkably as a result of protection* 
In fact there are very few examples of such rapidity of growth 
known to history. And this progress conlinued even in the depres¬ 
sion years, when sugar was the only bright spot in Indian industry. 
It has been calculated that out ^of 131 lakhs of labourers directly 
employed in production of sugarcane, gur, and sugar in 1935-36 at 
least 25 lakhs were new and there must have been another 25 lakhs 
who were directly employed as a result of protection. The progress 
the industry has made is clear from the fact that between 1931-32 
and 1938-39, the number of factories rose from 32 to 139, the 
production of sugar increased from 4 7 lakh tons to 7 7 lakh tons 
while the imports decreased from 5‘3 lakh tons to 32,000 tons only. 

The production of sugar for some war and post-war years is as 
follows :— 

Production of Sugar in thousand tons 

1938 ... 994 * 1948 ... 10,86 

1945 ... 967 1949 ... 10,10 

In spite of its many handicaps the burden on the consumer has 
not been very heavy and the industry has flourished. 

While in pre-war years the problem had been to check 
the over-production of sugar and restrictive measures (like excise 
duty) were being emloyed by the Government as the war develop¬ 
ed, efforts had to be made to manufacture more sugar. Civilian 
demand was greater than before due to more purchasing power, 
increasing population and a growing taste for tea and coffee Th© 
requirements of the Defence Forces had increased. Indian sugar 
was also demanded for supply to the United Nations. 

The supply conditions deteriorated in post-partition years, 
1949 being the crisis year. In September 1949 the Government was 
compelled to control sugar and ration it all over India as the result 
of declining stocks and soaring prices. They made efforts to 
increase production in 1949-50 season through refund of excise 
duty on extra sugar produced over 1948-49 and a grant of priorities 
and privileges but their efforts failed. Accordingly it was decided to 
import 1 lakh tons of foreign sugar before September, 1950, to fill the 
gap before the next crushing season started. Besides, in order to 
find out as to where the cause of low production lay the Government 
appointed an Enquiry Com&$t$ee in 1950 to make recommendations. 
They also abolished the Sugar Syndicate who was alleged to be 
responsible for the sugar muddle in 1949. 

It may be stressed that, if various defects are rempved, India 
has an established sugar capacity of not only satisfying her own needs 
but also exporting some sugar to Pakistan, Ceylon, Burma and 
Middle-East countries. 

(n>) Paper and Pulp Industry . The war of 1941-18 gave a 
brief breathing space to this industry from foreign competition but 
«fter the war was over, there was again severe competition from 
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Europe. Therefore, the industry applied for protection in; 1924 
and the Tariff Board considered its case. It was found th#t the 
Sabai-grass product was too costly and had no eventual chance of * 
facing foreign competition. Bamboo pulp was, however, plentiful 4 
and cheap, and bamboo-made piper, if helped, bad a sure long- 
range future, specially due t* the increasing dearth of coniferous* 
wood in Europe, Writing and printing paper was given protection 
at the rate of one anna per lb. Packing and wrapping paper was 
not given any protection because it could not be proved that India* 
had any natural advantages for its production. Similarly news¬ 
print was also neglected. The Tariff Board, however, recommended 
special monetary help for experimental and exploratory work in 
certain mills but the Government refused financial assistance Later 
(in lh35) a duty of Rs. 45 per ton was imposed on imported wood' 
pulp to encourage the use of bamboo pulp in India. In 1939, 
protection was continued for another three years but the duty on 
imported pulp was reduced to Rs. 25 ad valorem. The continuance 
of protection was based on the grounds that protection has resulted 
in progress and that its withdrawal would be ruinous to the new 
mills. In 1947 the case was again referred to the Board and on 
its recommendation protection to the industry was withdrawn. 

The industry has made considerable progress under protection. 
The number of mills increased from 9 in 1925 to 16 in 1948, and the 
output from 20,000 tons to 100,000 tons in the same period The 
rated capacity is 1,36,000 tons which is supposed to be enough to 
meet the country’s demand for writing and printing paper. Indian 
machinery, however, is not up-to-date and the methods, too, are 
improvable. Cost prices have, however, gone down considerably, 
from Rs. 227 per ton in 1924-25 to Rs. 123 in 1936-37, but only a 
further fall m cost will enable the industry to stand up to foreign 
competition when normal times come. 

The increased local production as well as imports of paper go 
to prove that literacy is rapidly increasing in India and still greater 
local manufactures will hardly meet the increasing consumption. 
The industry has a great future. 

In spite of the wonderful progress of the domestic paper 
industry before the war, India still depends on imports from abroad 
substantially. During the war years imports from Norway and Sweden 
stopped altogether. The big gaj) left thereby could not be filled up by 
the imports iiom U.S.A.and Canada. Shipping difficulties were severe. 
Hence the production and distribution of paper had to be controlled 
and a ‘"Paper Economy’’ campaign started. The number of pages of 
all newspapers published in the country were limited and prices fixed. 
The production of paper increased in India during war years while 
its imports decreased. Due to more shipping accommodation being 
available the imports increased after the war. At the same time 
production in the country is again on the increase. There are 
difficulties of high costs, labour and raw materials to be met for 
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development of the industry. The table below makes the position, 
clear :~~ 


TABLE V 

Paper (In thousand cwts *) 


Year 


Production 


Imports 

1938 

... 

11,64 

... 

9.00 

1945 

... 

19,64 

*** 

7,08 

1948 

,* 4 

16,88 

... 

13,17 

1949 


20,64 


14,76 


(«d Match Industry , Up to 1922 India was wholly dependent 
on foreign matches when a heavy revenue duty of Rs. L8 per gross 
(amounting to more than 100 per cent, ad valorem) was levied on 
imported matches. Behind the shelter of this duty were born a few 
small concerns. 

Thera was a struggle between Japan and Sweden for the Indian 
market. The Swedish Match Company got the better of it and 
India began to import more matches from Sweden. At the same time 
the Swedish Match Company jumped over the Indian tariff wall and 
started its own factories in India under the name of Western India. 
Match Company (Wirnco) between 1924 and 1920, In 1926 the 
matter was referred to the Tar id Board and they recommended the 
conversion of the revenue duty of Its. 1/8 per gross to a protective 
one and the Government agreed. Unfortunately this protective 
duty helped the Swedish Trust in its iniquitous design of capturing 
the Indian market. This Swedish Trust controlled 70 per cent of 
the total demand for matches in the world and like an octopus spread 
out its tentacles of match factories all over the world. It even 
controlled the German match industry through a subsidiary company. 
It used ruthless methods like the payment of rebates and discounts, 
refunds and prizes to its dealers to oust its Indian competitors. Thus 
many of the smaller concerns either disappeared into its maw or a 
controlling influence was acquired over them through the purchase 
of their capital in the open market. As a result its output in India 
increased vastly and that of Indian companies went down. In spit© 
of this clear evidence, the Tariff Board did not make any recom* 
mendations whatever to check the machinations of the Swedish 
company. Thus in 1948 the production of 5 units of Wirnco came to 
18 million gross boxes while the total output of about 200 units run 
by Indinn companies amounted only to 7 9 million gross. 

It is suggested that the monopoly hold of the Swedish combine 
in India should be broken and a special ad hoc committee appointed 
to suggest alterations in the Indian Industrial Law which would 
make unfair trade practices illegal and enforce Indianization of not 
only capital but also control. With a National Government at the 
helm of affairs such regulations should not be difficult. 

The present condition of the industry is illustrated by the 
following table 



INDIAN ECONOMICS 


464 

TABLE VI 

Matches—Output and Imports 
{In million gross) 


Year 

Indian output 

Imports 

1932-33 

••• 19 ••• 

6,14 

1938-39 

21 

1,26 

1949 

26 



(si) Salt Industry . The eastern provinces of India cannot 
manufacture any salt. The Government held that enough salt could 
*not be produced in India to supply the need of the eastern districts. 
They referred the case of salt to the Tariff Board in 1929 after a hot 
debate in the Legislative Assembly to report whether it was desirable 
to encourage the production of salt in India to provide salt for areas 
which were importing it from abroad. 

The Board reported in 1930 that the industry could be develop¬ 
ed to meet India’s needs. Aden, at that time, was a part of India. 
They also recommended the establishment of a Marketing Board 
in Calcutta for stabilizing prices. Accordingly, in 1931, after the 
Salt Survey Committee had made its recommendations, the Govern¬ 
ment imposed an additional duty of As. 4| per maund on all salt 
imported (except that from Aden) in addition to the countervailing 
revenue duty of Rs. 1/4 per maund corresponding to that much 
excise duty, for one year. The duty resulted in the rapid growth 
of the salt industry in India. Later on, the duty was extended 
for another year. In 1932 there was a fierce rate-war between 
India and Aden. Italian East Africa also took part in it. Ac¬ 
cordingly in 1935 a Salt Marketing Board was formed to eliminate 
internal competition and stabilize prices. 

Since then the manufacture of salt in India has been steady. 
The industry cannot progress unless more salt is consumed for 
industrial purposes. Only 21 lakh tons are consumed by a popula¬ 
tion of 400 million. This compares very unfavourably with the 
consumption of 80 lakh tons by only 120 million Americans. We 
may conclude, then, that salt does not need protection. On the 
other hand, it is the chemical industry using salt as raw material 
which needs protection for development. 

(vit) Minor Industries, A few minor industries that satisfied 
the conditions laid down by the Fiscal Commission were also granted 
protection, e,g., magnesium chloride, plywood, tea chests and gold 
thread industries. They prospered as a consequence. 

A duty of 15 annas per maund was levied on imports of 
broken rice into’ Madras from Malaya and Thailand. Madras was 
not only losing its self-sufficiency in food but the agriculturist was 
also being hit hard. 

In the days of acute distress indigenous wheat was also helped 
through a customs duty of Rs. 2 per ewt. on foreign imports. 
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It Industries denial Protection* We have briefly reviewed 
-the industries which were given protection. We shall pow proceed 
to survey the eases of those industries which were either not recom¬ 
mended protection by the Tariff* Board or were refused it by the 
Oovernment. The major industries denied protection were : (1) heavy 
chemicals ; (2) oil; (3) coal; (4) cement; and (5) glass* 

(1) Hemy Chemicals Industry. This industry was granted 
protection for 18 months, from 1st October 1931 to 31st March 1933, 
but was then deprived of it without any cogent reasons. 

Heavy chemicals are of two kinds: (a) acids - sulphuric* 
hydrochloric and nitric—and the compounds based oti them and 
(b) alkalies like soda ash, caustic soda, sodium sulphide, zinc 
chloride, etc Chemicals included in the second group were not yet 
manufactured in India, while a start with those in the first group 
was made during World War I. The unit of production was, how¬ 
ever, small and the cost of production high Severe foreign com¬ 
petition and a rising exchange rate involved the industry in diffi¬ 
culties. 

The case was referred to the Tariff Board who, after a thorough 
investigation, found that the products of the chemical industry wore 
urgently needed for most industries in India, namely, textile 
industry, paper industry, glass and porcelain industry, soap 
industry, artificial silk, paint and varnish industries and others. 
Not only being a key industry for so many others, the chemical 
industry was indispensable for national defence purposes, sulphuric 
md nitric acids forming the base for the manufacture of high ex¬ 
plosives fn addition, the minufaeturo of fertilizers like super¬ 
phosphates and ammonia sulphate, so urgently needed for the 
cultivation of paddy, sugarcane, rubber and tea crops, was based on 
chemical products. The Tariff Board said : “It is anomalous that 
a country in which 90 per cent of the inhabitants are agriculturists 
should have to depend upon foreign imports for such an important 
adjunct to agriculture as artificial manure.” 

The Board recommended (a) the conversion of the existing 
ad valorem revenue duty into specific protective duties ; (/>) a bounty 
of Ks. 18 per ton on superphosphates used as fertilizers; and (e) a 
reduction m railway freights. It also suggested a reorganization of 
the industry on a larger scale through a national combine. Another 
inquiry into its affairs was suggested after seven years. 

The Government did not look at the problem sympathetically 
and argued that protection could not be given because of the lack 
of sulphur, but after a good deal of pressure from the legislature 
and public, granted protection for only 18 months and later dis¬ 
continued it on the “flimsy grounds that combination had been 
found impossible and that the industry had not yet fully developed,” 

During World War II the importance of the industry for 
national defence was fully realized. It was recognized that it was. 
a key industry for almost the entire field of productive activity-— 
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both industrial and agricultural—and that liberal help was very 
essential in its case. The Government of India established (1048) 
a factory at Sindri in Bihar capable of producing 3,50,000 tons of 
ammonia sulphate with the object of making India self-sufficient in* 
artificial fertilzers, In 1940 India imported chemicals wortfe Rs. $1 
erores, while she produce^ 15,83,000 cwts of sulphuric acid herself. 
This indicates that India is on the road to produce both kinds of 
chemicals to meet her needs. 

(21 Oil Industry. In 1928, a rate-war was in progress between/ 
the Burma Shell Group and the Standard Oil Company. Burma then 
was a part of India and the Attock Oil Company, too, utilized 
the marketing agency of the Burma group. Kerosene was, however, 
being sold in India by the Standard Oil Company below the world 
parity of prices. 

It was dis<overed by the Tariff Board that the price-war had 
been started by the Burma Shell group after being assured by the 
Asiatic Petroleum Company that they would be reimbursed by them 
for looses incurred. The object was “not to realize the best price 
that can be secured but to regulate prices to suit its own purpose 
which was to compel the Standard Oil Company to come to terms”. 
Thus it was obvious “that protection was sought for financing the 
price-war itself and for shifting the burden of fighting the Standard 
Oil Company on to the shoulders of the Indian consumer of kero¬ 
sene”. 3 The class-war was not considered to be detrimental to Indian 
consumers either in the present or the future. Hence the Tariff 
Board as well as the Government refused to protect the “indigenous” 
industry. 

(3) Coal Industry . Many important industries like jute etrton, 
iron and steel, and paper depend on coal, It is a basic industry But 
railways are the largest consumers of coal. They, however, have 
their own collieries and enter the coal market only when the pi ices 
are very low. r Ihus occasionally they are in a position to exploit the 
coal market. In 19L6, when the Tariff Board was asked to go into 
the case of the ccal industry regarding pr< tection the industry was 
in a difficult position. Out of the total production of 24 million tons 
of coal, railways consumed no less than 6| million tons. The other 
laige comunurs were the iion and steel and textile industries? 
Elsewhere the consumption was not significant. By 1920, however, 
a million and a quarter tons of coal were being exported. That 
year the Government restikted exports of coal. Besides, duo to 
ehortage of wagons and high freights in India, bounty fed South 
African coal displaced Indian coal not only in Colombo and other 
Indian markets, but also in Bombay and Karachi, The Indian coal 
industry thus was faced with disaster. 

The Tariff Board decided that a protective duty was not called 
for as the future development of the industry did not rest on pre¬ 
lection. They argued that the industry was in difficulties due to 


1. Adarkar, p. $#0* 
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ov«r•development. The minority of Tariff Board recommended a 
countervailing duty of Re. 1/8 on South African coal but the 
majority refused even that on the ground that euoh duty would 
provoke retaliatory measures. The Government agreed with the 
majority view and refused help. 

To conserve the limited coal resources of India this rejection of 
protection might have been sound but the Government had no such 
consideration in mind and refused even a reduction or rebate on 
railway freight on coal sent to Karachi and Bombay on the ground 
that railways were a commercial concern and could not afford to* 
lose their income. 

It may be suggested that the best method to conserve such a 
vital key material as coa] would be to nationalize the industry. This 
would result in the employment of scientific methods of digging coal 
and would avoid the greit wastage in collieries which is said to be ae 
much as 50% in many cases. 1 

(4) Cement Industry. The industry was started in 1904 iu 
Madras, but it made real progress during the First World War when 
the war gave it natural protection. The after-war boom resulted 
in large profits and attracted new investors. Thus against an output 
of 945 ions m 1911, the ten factories at work produced no less than 
5,50,000 tons of cement in 1920. In 1924, the industry was on the 
brink of collapse due to severe internal and British competition, 
which resulted in appalling losses for the shareholders. 

The British competition was particularly severe in the seaport 
towns. The Indian consumers had a bias in favour of the Rrit ; sh 
product even though it was in no way superior to Indian cement. 
Besides, the railway freight from up-country factories to the seaport 
towns handicapped the Indian commodity against British cement. 
It was seen on investigation that these towns consumed more than 
half the total quantity of cement consumed in India. 

The Tariff Board considered the prospects of the industry and 
its claims for protection. They concluded that India possessed all 
the requisite natural advantages for the production of cement. It 
had ample limestone and clay of a suitable quality. It also pro¬ 
duced gypsum, the only other raw material required. There was 
ample labour while much skill was not needed in the process. But 
the Board concluded that protective duties would not help the Indian 
cement industry on account of “internecine conflict.” They 
hesitatingly recommended bounties on cement despatched to 
seaports or towns near them and a specific duty on imported cement 
in place of an ad valorem one of an equivalent value, i e.» Rs. 9 
per ton. They, however, imposed a proviso that the Government 
should not grant any bounties till they were satisfied that Such a 
grant would not lead to reduced prices of Indian cement. 


1. Report oF the Coal Mining Committee, 1US7, quoted by Adarkar, Voi I* 
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The Government naturally refused these conditional proposals 
hesitatingly made. But one must admit that in 1924 when the 
Tariff Board conducted its inquiry, “the cement industry had m 
good a claim as any other for protection ; it fulfilled all the essential 
conditions of protection/’ Soon after the Government’s rejection of 
protection three new companies went into liquidation. If the 
industry had not combined itself first as the Indian Cement Manufac¬ 
turers’ Association (1926) and later as the Associated Cement Com¬ 
panies Ltd. (1935), it would have been ruined. Hence, one cannot 
Wp remarking that the Government's rejection of protection to 
this industry of national importance was “somewhat irresponsible”. 
Today India is self-sufficient in cement having produced 21 lakh 
tons in 1949. 

(5) Glass Industry. The case of this industry was referred 
to the Tariff Board in 1932. The Board concluded that all raw 
materials except soda ash were available in India. For instance, 
silica sand, borax, limestone and coal were quite plentiful Thus 
the only drawback was that enough soda ash was not available. 
This was not from lack of any basic materials from which soda 
ash could be produced, but because the industry did not exist then. 
Today the Imperial Chemical Industries, the Tata Chemicals and the 
Dhrangadhra Chemicals are all producing soda ash. 

The Tariff Board, however, recommended protection for the 
industry because they considered that there were reasonable pros¬ 
pects of the almost immediate manufacture of soda ash in India. 
Consequently the rejection of protection by the Government on the 
ground that soda ash had to he imported from abroad was, to say the 
least, unfair. The industry had ample raw materials, cheap labour 
and a large internal market. It could also stand on its legs, and 
satisfy the demands of the entire market, if the Government had 
been sympathetic. In the circumstances one cannot help suspecting 
that the Government actively wanted to assist the British chemical 
industry by importing soda ash on a preferential basis. 

12. Results of Discriminating Protection Policy Assessed. 

The main advantages gained from this policy appear to be as 
follows:— 

(1) The protected industries fared better in the times of 
depression as compared with other industries not so protected, In 
fact it may be recorded that protected industries expanded during 
the depression in the Thirties when other industries shrank con¬ 
siderably. 

(2) The protected industries registered an advance in India 
‘Since 1923, as is evident from the figures given below. 
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dowse of Production, 1922-1949* 



1922 

1932 

1 

1939 

W ar* 
time 

p^ak. 

I""" 1 2 " 7 

l 1940 

Steel ingots (000 tons) 

131 

691 

, 

1042 

1343 

1330 

Cotton pie<.©-goods lmill. 

> fc.rds) 

1714 

3170 

i 4118 

4852 

4319 s 

Matches (mill, gross) 

16 

19 

22 

33 

i 

28 

P«pt r and paper hoard (COO tons) 

24 

! 40 

I ! 

67 

98 

1 103 

Oan«a sugar (Ol'O tons) 

24 

1 153 ! 

931 

1210 

| 1010 


M Protection also helped Indian economy indirectly. Many 
new industries depending on the protected industries came into 
existence such as chemicals, wires and nails, etc. 

(4) As a result of the establishment of new industries and the 
expansion of old ones there was a great increase in the number 
of people gainfully employed in this country Thus it is seen that 
the number of persons employed in factories in 1931 was only 1*4 
million and it increased to over 2 million in 1939. 

A great deal has been said about the burden of protection 
on the consumer in India. There is no doubt that protection must 
involve some burden on the consumer iu the shape of higher prices 
for the goods he consumes. But this burden depends upon the 
amount of protection granted, and the period for which't is granted. 
To measure this burden, we have to compare the rates ot the 
protective duties as well as the rates of revenue duties, if there 
is no protection We have also to ascertain the quantity of the 
commodity imported, the quantity produced at home, the internal 
market price before protection and the same after protection. 
From this data we can calculate the gain a nation derives from the 
protection of the industry in the way of net additional income. 
This net income includes profits, extra wages, interests on capital 
ns well as direct and indirect taxes paid to the Government. After 
taking the above facts into consideration, we come to the conclusion 
that the ‘‘policy of discriminating protection, within its limited 
scope, has achieved a fairly large measure of success and that on 
balance the direct and indirect advantages to the community of pro¬ 
tection of these major industries offset the burden on the consumers ** 

It is too early yet to find out correctly the result of protection 
granted to industries since I94fi* Due to difficulties in securing 
capital equipment and due to higher wages and other coats in India 
as a result of inflationary prices it may be presumed that the 
burden of protection is greater than it would have been in other 


1. Source. Fiscal Commission Report, 1950, p*ge 80. 

2. Figures relate to 1948* 
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circumstances. One may, however, say that if in the past the 
world factors bad been more favourable and if protection had been 
given more liberally and scientifically, India's economy would 
not have been so lop-sided as it-is now, and there would not 
have been so many gaps in her industrial set-up as are in existence 
today. 

13 Is Protection a Burden ? We have already discussed the 
dangers and drawbacks of protection in theory. One of the strong* 
cst grounds on which protecti on has been usu alljTcnSm^ 
itTm^^ ^n^ro laffj^yunneog^^Trofg^^on the poorer claMsaLo f 
pe^plei^Tdfe""coun try" ThIsTn~ fact ia the main point of the oam- 
paign against protection. Now there is not the least doubt that 
protection entails a burden on consumers. But does the burden lie 
on the poor classes ? Is the loss greater than the expected gain 1 
These questions have to be answered before the criticism can be 
justified. 

It has been often claimed that protection is very costly and 
t he agricti 11iTrist ls^ roa nIng under the biircIer T. Qn ^naivsis7 how¬ 
ever, it is hjumT tlmt most of the art icles pr otected do n ot pen etrate 
into the villagesTT~a Tl and are cqn^ijmedTby the members ol^th e 
mjHHIelTri^ areas. Arricles like mlkT&a^ 

cloth, oilman's stores, liquofs7gIassware, crockery, paints, watches, 
cutlery, etc., are not necessaries and do not find a place in village 
homes. Nor does the villager use much of paper, white sugar and 
steel. The duties on cotton piece-goods were imposed as sifeguards 
against dumping and against depreciation of foreign currencies like 
the yen. They only removed the unfair advantage the c msuraer was 
getting at the expense of the manufacturer. Hence it is not the so- 
called non-vocal masses who pay the price of protection but the 
educated middle classes who have been advocating it all along. 
Besides, the system of taxation in India has been continuously 
becoming moie progressive in recent years and no more can be 
said that taxation is regiessive. On the co ntrary, what with in come 
and super-taxes, sales taxes and d u ties on lux ur y goods, the rich 
man more anefmore into tHe exeKe^fue r With 

tTma^rTTHniati onaT Gove r run eiitTnTTliHiar^ TjcE e rncsTortho am (Vio¬ 
lation ol the poor never dieemt of bt*fore have been taken in hand 
and will be paid for by the upper classes. Even taxes on high 
agricultural incomes and death duties are not far off. 

Next there are clear proofs that the policy of protection, 
t hough baiting and raeagre ,.jiOKrt^ Wou glit~ more g tin ip , 
its trauTri^ There has been a vast Increase in ern|TToyment. 

Many resources, untapped hitherto, have beeir irfilfz^ 
industj^Tsupplies an unequivocal proof of the benefffslif protection. 
The use of bamboo pulp for paper would not have been possible 
without protection. In fact, it cannot be gainsaid that there haa been 
an increase in total consumption in the country as well as in its 
national dividend, small though it may be. 
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14. A Criticism of the policy of Discriminate Protection* 

“There is no denying the fact that this policy has enabled India to 
develop some industries and save others from destruction. . Iron and 
- qteeL ^tfa HLj augar and paper indu stries are deepl^indebted'tcTItr 

But this discriminating policy has met with strong criticism on 
the part of some Indian economists 1 Some say it was all discrimi * 
nation and na,protection . According toHSTrTTT P. Adartar^ ^tTHaa 
vouchsafed nothingBetter than a perfunctory assistance, indifferently 
and grudgingly rendered to industries whose subsequent development 
has been left to take fcte own course.’' The policy of di scriminate 
protection has not fulfil led t he e x pec tatiooT^dF Ind Tani hoT , 3’oS ,, * ,, tr 
ingpl^^ fESStT^TEer Tn3Ia 

' dnrmg tTie Taat 20 years can stand no jcompariwtt]f" what protge^ 
fion has acKleved'm Ttussia and^Japan in a short per iod. wT are 
gtill predominantly an agric^Itnr^ country our ideal 

oFa n l tfdR istrTa l[zj^d l ndi a ™’ ~ 

The fact is that the conditions laid down for the granting of 
protection were too severe. The first two conditions seem to be 
incompatible. If an indust ry ejyoyj^jdl^jtiatural advantages, why 
should it not h e able tojrrow without prci^^ noF neea 

protection. The third conciliaTonTFmereTy^^ of opinion and 

imports too much of a personal element. Further whv should an 
industjy be denied prote ction if it h as no home market but a lar^e 
expJrFmaricet^ XIhoTTT^^ n very welTTHHve even if it 

has toTmport some raw materials. But such an industry could not 
get protection under this scheme. Not many industries in foreign 
countries can satisfy such conditions and they would never have 
developed if they had had to submit to such tests. Moreover, this 
policy can take into consideration only those industries which already 
exist. It cannot build new industries or bring them into existence. 

The constitution, composition, functions and the procedure of 
the Tariff Board were not such as to render effective and timely 
aid to industries. The members were selected by the Executive 
which also fixed the terms of reference. They might like to be 
appointed again. People who bask i n offic ial sunshine cannot be 
expected to t ake an indep endent, attitude. *R verri^F^TyuMr^li an di 
were flecT by the terms of reference*. For every industry, a new 
Tariff Board was appointed^ They thus lacktd width*anTcwtiuuifcy 
ofcxperience. Their outlook was narrow and whatever experience 
and knowledge they gained in the course of an enquiry was lost, 
for, next time a new board was constituted. T hey wer e not asked to 
look bevond a particular industry, * ~ 

It is complained that the Board usually adopted too judicial an 
attitude and in their desire to keep the scales even they failed to 

1. V%do Vakil and Munahi-Industrial Policy with special reference to 
Tariffs : B P Adarkar— Industrial Problems of Modern India, edited by P* C* 
Jam ; D K. Malhotra—Beview of Indian Fiscal Policy ; B. P. Adurkar - Indian, 
Fiscal Policy* 
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«how fuU sympathetic understanding of the needs of Indian industry* 
Foreign interests must have influenced their decision when Imperial' 
Preference was grafted on protection in 1927 in the case of steel' 
industry and in 1930 in the ease of cotton textile industry* Besides, 
the procedure was too dilatory. The Tariff Board moved in a 
leisurely fashion from place to place and the report was prepared at 
the convenience of the members and then the Government took its 
own time. S ometimes more th an a year elapsed before the report 
w as published * The Government devoted some time to*the formula¬ 
tion of its own proposals and their passage in the Assembly also 
required some time. Such a slow-moving machinery could not be 
expected to meet the situation on the commercial front which 
changed rapidly. The industry might be d yi ng but no tim ely relief 
could be given. It was a case of Nero fiddling wTcTTBome was burn- 
ingTTnsew cases the recommendations of the Tariff Board—an 
expert body—were turned down by Government. Periodically 
recurring inquiries imported an element of uncertainty. It does not 
speak well of this policy when we remember that cement, glass, coal 
and oils, woollen and printers’ ink Industrie's w ere denied protection. 

"I Ik re w ere several indu st ries which deserved encouragement, but 
were not const d ere?^ e.y ~ aircr af t^ au to mo¬ 

bile, sETpHb uiTJIt i g, ta n njn& elec trical go (Mj s^ph arm a ce u tl cal s , 
handloom w eaving, soap, etc . *~- 

In other coun tries lik e the -U.S.A. and Austra li a^ there were 
] ) e* man ejdTTanff^ it_ >yas_ to keep 

i>veZIIhe. IndusFrTal field arid take action,, if uuything went w rong . 
The Import Advisory Committee in Great Britain can also act 
expeditiously. What was wanted in Tndia was a large body of experts 
enjoying independent and permanent tenure like the Hign Court 
Judges who should have had full discretion in the performance of 
their duties They should have been in a position to render effective 
aid to needy industries expeditiously. 

In the end no fairer summing up and no better suggestions can 
be given than in the words of Mr. B. P. Adarkar :— 

“First, the formula of Discriminating Protection needs over¬ 
hauling ; it should be replaced by a simpler, more sensible and more 
straightforward formula. The rigid conditions of that formula 
n ust be revised somewhat along the lines of the British Safeguard¬ 
ing of Industries Act. The condition regarding raw materials, in 
particular, must be considerably lelaxed* The best method of 
doing this will be to judge the natural advantages of any parti¬ 
cular industry from the final figures for the costs of production, 
present and future, as computed by the Tariff Board, and not 
piecemeal from the enumerated conditions of raw materials, labour 
supply, etc. 1 he third condition of the formula must be dropped as 
being of the nature of a forecast rather than a condition precedent. 
Secondly, the machinery and procedure of the Tariff Board' 
must be drastically revised, and the present system of hurdles and* 
bottlenecks must be abolished facilitating a straight reference to 
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the Board, which should have powers to initiate enquiries itself* 
The personnel of the Board also must be made more responsible to 
public opinion and the present predominance of the official element 
reduced, Thirdly , there must be a clear cut division between (a) 
Developmental Protection ; ( b) Safeguarding ; and (r) the Revenue 
Tariff; the purpose and function of each being clearly defined 
and understood by all concerned, including the Government, Fourth - 
ly, the revenue tariff, in so far as it affects the development of 
industries, must be subject to the review of the Tariff Board* 
Fifthly , from time to time, the Government must encourage the 
development of essential new industries by means of an ^experi¬ 
mental tariff”. If in spite of the tariff, the requisite industries do 
not come into existence, it should be open to the Government to 
withdraw it.” 

15. Imperial Preference. Imperial Preference means “the 
erpansion of Empire trade brought about as far as possible by the 
layering of tariff barriers as between the several members of the 
Empire.” l 2 The idea had been m the field for a long time. It was 
in operation 111 the old form as long ago as the 17th and 18th cen¬ 
turies in England. Preference for the exports of the mother country 
was compulsory then. The new system, however, leaves the 
various units of the Empire at liberty to regulate their tariff and 
then to allow some concession to the Empire goods voluntarily. 
Thus, it was claimed by its protagonists, preference would invite no 
relaxation of protection nor would it invite reprisals 

It was in 1903 that India’s attitude towards Imperial Prefer¬ 
ence had to be officially defined for the first time Taking into 
account the charanter^and dir ection of India’s t rade, the Government " 
concluded that the ado ption of a prefercntia Ltariff would be prejudi - 
ual toinuMnlei^stsT India was a debtor c on nt ry andt hem aj or por - 
tlon of Scr net annual obligations to England were secured by an 
excels of exports over imports in her trade with non-Empire countries. 
1 bus there was a real danger of reprisals by foreign Governments 
of which the results might be ruinous. Lord Curzon stated that 
India had something, but not perhaps, very much, to offer to the 
Empire ; that she had very little to gain in return and that she 
had a great deal to lose. On later occasions.JLno—thft government 
o f India consistently opposed a general system of Preferences . 

T he India n J^scal Commission considered the question in 1921. 

to be greater for impo j&Lflf. manufactured ^oMg- lhan for exports of 
raw mat erials.. They held that it was not proper ‘ ‘ t h atln^a sF 
be called upon to bear an additional burden on top of discriminating 
protection for the furtherance of interests which are not primarily 
Indian.”* The war of 1914-18, however, gave so much strength 
to the idea of pooling the lesources of the Empire and making it one 

1. Bald win—Ottawa Conference. 

2. Fiscal Oouimtesion Report, p, 119. 
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♦strong economic unit that the Fiscal Commission, in spite of their 
conviction that Imperial Preference would be harmful to India duo 
to the resultant increased burdens on tbe consumers, supported it 
as a practical policy and favoured preference on a few articles as a 
free gift to England after examination by the Tariff Board and with 
the approval of the Legislature. They remarked, “We would not 
have India in a position of moral isolation within the Empire ; a 
free gift from India, however small, would be welcome as a gesture 
of friendship 1 and as a proof that she realized her position as a 
member of tbe Empire” 

In spite of the fact that the representatives of the Government 
*>£ India had given their opinion against any general scheme of 
Preference for the Empire as a whole, the scheme was put in opera¬ 
tion and some protection was given to imports of British steel in 
1027, and textiles in 1930. Thus India had to follow in t ie footsteps 
of th> Dominions which had given extensive preference to the 
mother country since 1920. 

16. The Ottawa Agreement, 1932. In 1982 India’s fiscal 
policy changed as the result oi a change in the British fiscal policy. 
The United Kingdom discarded free trade in favour of protection 
and imperial Preferences at Ottawa. If India did not follow Britain 
she was in for a loss ‘‘The Ottawa Agreement between the UK. 
and India seived primarily as a measure of insurance against 
potential losses in the Empire markets ” 2 3 * India would have 
fared badly if she had not accepted the Pact after the U K. had 
adopted projection with a comprehensive system of Empire Prefer¬ 
ences India’s exports would have had to face severe competition 
in the British market and British tariffs would have gone agains t 
India in case she had rejectedllie Ottaw aJL^reement. 

The Agreemen t was confirmed by the Indi an Legislat ive Assem¬ 
bly in 198 2 fo r three yea rs. As a result India gave per cent 
prefirtmee on certain classes of motor vehicles and 10 per cent on 
some other goods. Thlis while the duty on some non-Empire good* 
like spirits, perfumes, electiic bulbs, etc., was 00 per cent, British 
goods of i he same pe paid 40 per cent I 'ritish motor-cars paid 
80 per cent against 37 J per cent, on those of foreign make. Again, 
while some other foreign goods paid 30 per cent. 3 British goods 
escaped with only 20 per cent. In the reverse direction Britain 
granted India a id per cent, preference on several commodities and 
allowed some others to enter free of duty. 8 


This agreement was terminated by the Assembly in 1936 . 
was renewed the game year. Then i t contmue T^ u ' 


C^o-BriU^Trade Argeement replaced it . 


iWPkliMSIIiliK? 


but. 
e 


1. Ibid. 

2. B. K„ Marian —India and Imperial Preference , p, lli#» 

3. Fck a full discussion of the grouping of commodities aud the effect of 

preference on their trade, see Mad an, op. cit., p. 51 ff. 
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17* Effects of the Ottawa Agreement on India. A controversy 
lias long raged over the issue whether the Ottawa Pact resulted in 

f ain or loss for India. The Government position has been that the 
'act was of inestimable benefit to India while the nationall flt v iew 
has gi^ against I tl.. .. 

That Indian exports to England and British exports to India 
should increase is but a natural consequence of the preference policy. 
"This is, however, only a superficial view. It is not an easy job to 
calculate the precise effects of the Pact, for, we are in no position to 
say what the situation would have been if there had been no agree¬ 
ment at all. Besides, the years during which this agreement ran 
were not normal years. The whole economic system of the world 
was topsy-turvy. A world-wide economic depression prevailed. 
’There was a rise of intense economic nationalism in every country 
in Europe. Currency blocs had been created all over the world. In 
such a state of affairs when the economic equilibrium of the whole 
world had been disrupted, to study the effects of a minor thing like 
a Pact between two countries is almost impossible. 

Dr. Madan has adduced figures to prove that the agreement 
had “a high insurance value*’. The official view is that India gained 
more than what she gave. This gain is in most cases deceptiv e. 
The chief commodities that gained from the 

market were riceTTea^^^lbobacc(r w lt^ jute manufactures. The 
rerna lnHuTp*^ show mucTr gSU n " ^O n ttre^OTtfer 

nuTm&ef of ^Sritish commodities that wer e given 
preference ^ \va s T &!f 'ahcl they mostly gained at the expense 

(JTn^ India n articiea ex^ 

peuTw ith aTiyTTritisiM^ Iucts wliatsoey^r. On the contrary, ~tKey 
h^edfBntish industry. 

It may be further mentioned that it was not Indian rice that 
gained from preference m England but Burma rice and the benefit 
to tea and jute manufactures did not go to the Indians as such but 
to the Biitish growers of tea in Assam and British jute magnates in 
Calcutta. We are constrained to say tha t the chara c ter of the trad e 

was sp^ jnre^ferT 1 ? 1 et^s^ t hat 1 ndia^ Tost in b oth 

directions. The agr eement wasToRteSjcm a n unwilling legi slature 
and an unw ffhng country Ky The Viceroy. Our trade was artificially 
UimfcTtowarcls Empire countries. As a result we started losing in 
other important markets such as U.S.A , Japan and the Continental 
countries of Europe. The Pact could h avejbee n call ed useful if the 
Indian trade with nom E TniTire^ not ccm tHHedr™ 4 "' 

Ottawa Pact Signifies Industrial Co-operation . This co-operation 
(which is the basis of Empire Preference Scheme between India and 
the United Kingdom can only be on the basis of the latter’s re¬ 
cognition of the fact that India is going to industrialize herself and 
that England should content herself wi h supplying India’s needs in 
the way of capit il goods, machine tools and fancy goods of a quality 
7Indi& is yet incapable of manufacturing. When India can make 
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these U.K, should adapt herself to supply her changing needs. Ther 
Indian market is a vast one. With a rise in the standard of living 
of Indian masses, their demand for superior goods is bound to in¬ 
crease, thus providing a changing bat ever-increasing opportunity to 
U.K for marketing her goods in India. The voluntary retirement of 
the British from India and India's consent to remain in the British 
Commonwealth as a Republic has resulted in better trade relations 
between the two countries. Industrial co-operation can be based 
only on equal responsibilities and privileges fpr the two countries. * 

18. The Mod y "lees Pact (or the Bomhay~Lancashire 

Agreement)* 1933. A British Textile Mission headed by Sir William 
Clare-Lees, arrived in Bombay in September 1933. It negotiated an 
agreement with Mr. (now Sir) H. P. Mody, President of the Bombay 
Mill-owners’ Association. This Agreement gave considerable 
differential advantages (preferences within protection) to the United 
Kingdom and “arranged for the extension to Indian goods of many 
advantages secured for British goods in Empire and other overseas 
markets, as well as for India’s participation in any quota allocated 
to the United Kingdom” 1 . Tt also promised effective action to 
promote the use of Indian cotton in Lancashire mills. The agree¬ 
ment was later embodied in the Supplementary Indo-British Trade 
Agreement in 1935. 

19. Supplementary Indo-British Trade Agreement, 1935. 

In January 1935, a supplementary agreement was signed between 
India and the United Kingdom amplifying the 1932 Agreement and 
granting further privileges to British industry in India. Its important 
provisions were *>s follows :— 

(a) that the protection given to any Indian industry should 

not be greater than was just enough to make the selling 
prices of goods made in India equal 1o the prices of 
imported goods and, wherever possible, lower duties should 
be levied on British goods ; 

(b) that when substantive protection was to be given to any 

Indian industry, full opportunity should be given to con¬ 
cerned British industries to argue then case before the 
Tariff Board ; 

(c) that even during the course of protection a request by the 

British Government should move the Government of 
India to review the situation and revise the protective 
rates, if so needed ; and 

(d) that the British Government should popularize the use of 

Indian cotton in English mills and continue to import 
Indian pig iron free of duty but only so long as the current 
preferences of British steel in India continued at the same 
rate. 


1. Maclan, op. eit., p. 1G2. 
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The Agreement was thrown out by the Indian Legislative 
Assembly but was certified by the Viceroy and continued in opera-" 
tion till 1939, when some redundant clauses were allowed to lapse 
and a new Agreement was signed, 

* 20. The Indo-British Trade Agreement, 1939. Negotiations 
between the two parties went on fora long time—about three years — 
before a Bill was presented before the Assembly to replace the 
earlier pact. It was rejected in toto by the House, but was again 
certified by the Governor-General, thus proving that the fiscal 
freedom granted to India was m name only. Its main provisions 
were as follows *— 

(1) India granted 1\ to 10 per cent, preferences on 20 articles 
imported from U.K., e g. 10 per cent on chemicals, paints, sewing 
machines, etc, and per cent on motor-cars and cycles. 

(2) The exports of Indian cotton to U.K, were linked by a 
sliding scale with the imports of cotton piece-goods from her, 1 

(3) Most-favoured-nation treatment based on preferences was 
mutually agreed between India and the other Empire countries. 

(4) The U.K. on her side gave preferences ranging between 
10 and 20 per cent, on some scheduled Indian goods and allowed free 
entr}’ to a few others when similar goods of a non-Empire origin 
were being taxed. Tlius Indian pig iron was given a free entry till 
1941, when duties could bo imposed on it if India imposed duties on 
British steel. 

Th*> Agreement Reviewed. The mere fact* of the certification of 
the Agreement by the Governor-General aroused keen resentment, 
it also met with the disapproval of Indian commercial interests. 
The recommendations of non-official advisers foi protection of Indian 
shipping and banking concerns against British discrimination vere 
turned down. It is believed that while the benefits accruing to the 
British industry as a result of the Agreement were substantial, those 
which India gained “had mainly a negative insurance value/’ 2 3 

The sliding scale arrangement linking up exports of cotton 
piece-goods from U.K. to India and exports of cotton iiom India to 
her was nothing less than “heads 1 win, tails you lose** kind of 
bargain in favour of U.K. 8 The Indian goods were allowed a free 
entry in U.K. e.g. t jute, myrobalans, lac and mica, were a monopoly 
of India and were raw materials needed by U.K. Moreover, a large 
number of Indian commodities which received preference in U.K., 
met there with severe competition from within the Empire while 
the U.K. enjoyed exclusive prefer* nee in India. 4 

1. For details o( the scale see B.P. Adark«ar, op. cit. % p. 501, 

2 Jathar and Ben - Indian E onomies, Vol. II, p. 630. 

3. B.P. Ad&rkar, op. cit, t p. 561. 

4, Madan, op, cit.> p. 2 42. 
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The Agreement was, however, a distinct improvement on the 
Ottawa Pact of 1932, Altogether, the scope and degree of preferences 
exchanged appeared to make a lair deal The case of cotton, how¬ 
ever, was different. The dice were heavily loaded in favour of 
the U.JL in the prescribed sliding scale. At the same time, it would, 
be well to remember that India could not afford to be out of the 
preference circle as otherwise her exports would have met with heavy 
duties in the Empire markets, the only sure thing in an unsure world. 
Considering the fact, however, that U.K. stood to gain a great dealt 
it would have been better if she had secured India's goodwill by 
removing her genuine grievances. 

The Fiscal Commission (1050) found it difficult to assess the 
effects of the Indo-British Trade Agreement of 1939 on the trade 
between India and the U.K. because (a) the relevant trade returns arfr 
available only foi a period of six months after the execution of the 
Agreement till the war broke out and (b) during the war and post¬ 
war years the effects of the Preferences granted and received by 
India wera marked by the restrictions on imports and exports 
imposed during the war and continued in some form or other ever 
since 

We consider that our attitude towards this question should 
depend on the policy that the Government of India have already 
laid down in regard to Preferences and that in the light of this policy 
Government should initiare negotiations with the U.K. and Colonies 
for a review of the tariff preferences now granted to them or 
received by us. The continuance or otherwise of Preferences should 
be decided exclusively on economic considerations and on a basis of 
mutual interest. 

21. Pre-war Bilateralism in India’s Fiscal Policy. In addition 
to India’s bilateral relations with U K. as discussed above she 
concluded three other trade agreements, two with Japan and one with 
Burma (») The Indo-Japanese Pud of 1VS4. Japan had greatly de¬ 
preciated her currency. Her exports of cloth put the Indian piece- 
goods industry in a very precarious position. Even a duty of 50 
per cent, ad valorem on imports of non-British cloth imposed in 1932 
did not meet the situation, fiance the Government of India gave 
the necessary six months’ notice to Japan to end the most-favoured¬ 
nation relationship entered into with her in 1904 The denunciation 
of the Indio-Japanese Convention movtd Japan to boycott Indian 
cotton and enabled the Government of India to raise the duty on 
foreign piece-goods to 75 per cent ad valorem. 

A Japanese delegation came to India in October, 1933, and a 
new agreement was signed between the two countries in 1934. It 
consisted of a Convention and a Protocol. The Convention provided 
for the extension of most-favoured-nation treatment to each other 
while both parties reserved the right of levying special customs duties, 
when required to correct the effects of changes in the value of any 
of their currencies after January 1, 1934. The Protocol linked the 
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imports of Japanese piece-goods on the basis of a sliding quota with* 
title exports of raw cotton from India. At the same time the duty on 
Japanese piece-goods was lowered from 75 per cent to 50 per cent. 
ad valorem. 

The treaty removed all bitterness of feeling between the two. 
countries and it was believed that it would benent both the Indian 
grower of cotton as well as the Japanese manufacturer. As time 
passed the Indian mill-owners, however, complained of evasion of the 
spirit of the treaty by Japan, for she had started exporting large 
quantities of cuttings of cloth, known as fente, which were not only 
outside the quota, but also paid a lower customs duty. Japan had 
further enlarged her exports to India by sending ready made clothes 
and artificial silk goods which too were not included in the quota. 
Further, cloth of greater width than a yard was exported to India. 
In fact, all kinds of ingenious devices were adopted to sell in the 
Indian markets more than the prescribed quota of piece-goods. In 
addition, large quantities of miscellaneous goods like crockery, cycles, 
toys and umbrellas were dumped into India, thus doing great damage 
to immature Indian industries. 

(n) The New Indo~Japanese Agreement , 1987 . All the above¬ 
men tioned points of criticism were taken into consideration when the 
old treaty lapsed in 1936 and a new one was to be drawn up. The 
need for inclusion of/enta, artificial silk goods and made-up cot tom 
garments in the quota was urgently stressed by the non-official 
advisers. But although the negotiations were long protracted, the new 
protocol retained the features of the old one. 

The basic quota was reduoed but the reduction was due to the- 
separation of Burma from India, and was not nearly enough, as 
Burma’s share had been fixed much higher at the time of the old 
Agreement. In their anxiety to protect the interests of the Indian 
cotton-grower, the Government either could not or did not use their 
advantageous position in restricting Japan’s demands. They also 
failed in including the miscellaneous exports oi Japan in the quota, 
nor were the various loopholes for additional exports of cloth closed 
except that a percentage of piece-goods was fixed for the imports 
of fents , 

Under the new Agreement, Japan went on exporting to India 
all kinds of textile and non-textile goods m ever increasing quantities 
while her offtake of Indian cotton was more or less the minimum 
required to satisfy the quota prescribed The Agreement was to be 
reviewed in 1940, but the negotiations broke down and before any¬ 
thing could be finally settled the war intervened. 

(Hi) The Indo~Bvrma Trade Agreement , 1941 . Since the separa¬ 
tion of Burma from India in 1937 till 1941, when an agreement was. 
finally signed, the trade between the two countries was governed by 
a Regulation whichMaintained the status quo. The new Agreement 
gave Burma a 10 per cent, margin of preference against Empire 
goods and 15 percent against non-Empire goods in India. The** 
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Burmese farmer and miner gained considerably as rice, gums, timber 
and ores were admitted into India duty-free. The Indian manu¬ 
facturer of sugar and cotton also benefited from privileges obtained 
in the Burmese market. It would be well to remember, however, 
that Indian imports from Burma far exceeded in value her total 
exports to that country ; hence Burma derived a greater total 
advantage. But India urgently needed Burmese rice and raw 
produce. 

22. Post-war Developments. (4) Tariff Board of 1947 lor 
the first time in its history the Tariff Board in India was entrusted in 
November 1947 after the partition of India with certain duties and 
functions in addition to its old normal functions of investigating into 
claims for protection and of tariff equalisation. The Tariff Board 
now occupies a position almost similar to Tariff Boards in the U.S A. 
.and Australia. It consists of a president and two members. Its 
.additional functions are as follows :— 

(1) To report to the Government, as and when required, 
factors that led to increase in the cost of production of 
Indian manufactured goods as against imported articles, 

(2) To advise the Government, as and when required, on me¬ 
asures whereby internal production may be scoured on the 
most economical cost basis. 

(3) To enquire, as and when required by the Government, into 
the cost of production of a commodity produced in the 
country and to determine its wholesale, retail or other 
prices, and to report on the same. 

(4) To recommend to the Government, as and when required, 
measures necessary for the protection of India's industries 
from dumping from abroad. 

(5) To undertake studies, as and when necessary, on the effects 
of ad valorem and specific duties and tariff valuations on 
various articles and the effects on tariff' concessions grant¬ 
ed to other countries. 

(6) To report to the Government, as and when necessary, on 
combinations, trusts, monopolies and other restraints on 
trade, which may tend to affect the industries enjoying 
protection by restricting production, or maintaining or 
raising prices, and to suggest ways and means of prevent- 
ing such practices. 

(7) To maintain a continuous watch over the progress of 
protected industries by conducting enquiries, as and when 
necessary, on the effects of the protective duties or other 
means of assistance granted, and advise the Government 
regarding the necessity or otherwise of modifying the pro* 
tection or assistance granted ; to keep a careful watch to 
ensure that conditions attached to the grant of protection 
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were fully implemented aaid th^l^Dteeted industries ware 
being tm efficiently. 

The Board was asked to conduct enquiries into a large number 
of industries like plastic goods, glassware, slate and slate pencil, 
magnesium chloride, sericulture, artificial silk, gold and silver thread 
and wire and gugar. It also conducted price enquiries in cotton 
doth and yarn, steel, paper and superphosphates. In most cases 
reports have been submitted to Government and action taken 

The new functions devolving on the Tariff Board make it clear 
that the Government is keen that the interests of consumers should 
be safeguarded. The Board has undertaken a review of bicycles 
(re. stock position), caustic soda and bleaching powder (re. subsidy) 
and calcium chloride (re. protection). Reviews of other industries* 
are to be undertaken. As a result of the Board’s recommendation, 
sugar industry was given protection for one year more. Its position 
was reviewed again in 1950 and protection withdrawn from 1st 
April. 

In India new tariff problems are taking their rise every day. 
New methods of trade control have to be devised. The Board is 
serving as an expert agency to advise the Government in foreign 
trade and has established “its integral and almost indispensable role 
as investigator and adviser on the whole gamut of tariff problems”. 

(B) The structure and function^* of the proposed Tariff-making 
Authority (I960). The Fiscal Commission has made the following 
recommendations regarding the future Tariff Authority :— 

(1) Status of the Tariff Commission . The Future Tariff 
Authority should be designated as the Tariff Commission, which 
should be a permanent body as in other countries. This Authority 
should be placed on a statutory basis. 

(2) Composition . It should consist of five members, including 
the Chairman. But powers should be taken in the statute to 
incrcaqp the number to seven ix necessary. There should also be 
power to co-opt advisers for particular purposes when required. 
The Fiscal Commission, however, definitely lays down that there 
should be no representation of regional interests on the Tariff 
Commission. 

(3) Functions. The functions of the Commission as suggested 
are as follows *— 

(a) Enquiries connected with protective and revenue tariffs. 
These will include : — 

l(i) Tariff enquiries proper i.e , enquiries into applications for 
protection ; 

( ii) Enquiries into cases of alleged dumping ; 

(Hi) Enquiries into variation of protective or revenue duties; 

(iv) Enquiries into tariff concessions under trade agreements* 
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Enquiries under {*} and (w) above should normally be initiated 
%y the Government of India. In the other two items, the Commission 
may initiate investigation on its own motion. 

(6) Enquiries connected with prices and the general effects of 
protection on the economy of the country. The Commission will 
undertake these enquiries only at the instance of the Government. 

(o) Review of protected industries „ Enquiries under this head¬ 
ing will include effect to protected commodities on the cost, output, 
quality and prospect of expansion of the industry, and investiga¬ 
tion into any development relating to restraints on trade that may 
have occurred in industries enjoying protection, as well as investiga¬ 
tion into special obligations imposed on protected industries. It is 
suggested that the Commission should submit to Government a 
periodical review, preferably after every 3 years, of the working of 
the protected industries. 

(4) Powers . In order that the Commission may be able to 
perform its functions efficiently, it is given special powers for the 
summoning of witnesses and compelling the production of evidence. 

(5) Staff . An adequate permanent staff of all kinds—technical 
for economic research, accounts and for administration—is proposed 
for the Commission to discharge its functions efficiently. The 
Secretary of the Commission will be the pivot of the whole organisa 
tion. It is suggested that the Commission’s enquiries should- 
normally be held in public. 

Conclusion . Further, it is proposed, that the Tariff Commis- 
sion should submit its report to the Government of India as 
soon as an enquiry is completed, and the Government should arrive 
at a decision on the recommendations of the Commission ordinarily 
within a period of two months. Thus the importance of quick deci¬ 
sions is realised. It is suggested that besides protection, non-fiscal 
assistance should also be rendered for the development of industries 
in India, and the authorities concerned are required to furnish 
to the Tariff Commission an annual statement on the measures of the 
assistance given. 

23. Future Fiscal Policy in India. The New concept of Pro¬ 
tection. There are no two pinions about the employment of a pro¬ 
tectionist policy to develop our industries in the future. The Fiscal 
Oommission of 1949*50, however, laid down certain principles 
according to which protection should be granted to industries. These 
principles are different from the law of discriminating protection 
enunciated by the Fiscal Commission of 1921, and are based upon the 
new constitution of India, which directs that there should be no 
unemployment or under-employment in the country, that the natural 
resources should be fully utilized, that there should be a progressive 
increase in the standards of productivity, that special measures should 
be adopted for the development of agriculture, cottage industries and 
small-scale industries on co-operative lines and that at the same 
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time there should be large-scale industrialisation with a diversified 
economy. Accordingly the Fiscal Commission recommends ; 

1. that Defence and other strategic industries should be 
•protected, whatever the cost may be, on national considerations : 

2. that as regards basic key industries, the Tariff Authority 
trill decide the form of protection and the quantum thereof and 
will lay down terms and conditions of protection, as well as review 
■from time to time the extent to which these conditions are being 
complied with, and 

3. that as regards other industries, the criteria to be applied for 
^granting protection should be as follows :— 

“Having regard to the eoonomic advantages enjoyed by the 
industry or available to it and its actual or probable oost of produc¬ 
tion, itj is likely within a reasonable time to develop^sufnciently 
to be able to carry on successfully without protection or* assistance 
and/or it is an industry to which it is desirable in the national interest 
to grant protection or assistanoe and, having regard to the direct and 
indirect advantages, the probable oost of such protection or assist¬ 
ance to-the community is not excessive”. 

The Fiscal Commission further reoommends that: 

(a) Local availability of raw materials should not be a condi¬ 

tion for the grant of protection, if the industry possesses 
other economic advantages, suoh as internal market, 
labour supply, etc. 

(b) Ordinarily an industry should not be expected to satisfy 

the needs of the entire domestic market for grant of 
protection. 

(e) A potential export market should be taken into account 
to determine the protection for an industry. 

(4) Industries using the products of proteoted industries will 
require compensatory protection ; it will depend upon the 
type of raw materials used by it, the nature of the addi¬ 
tional burden on the consumers and the nature of the 
demand for the finished produots, etc. 

{<) As regards new industries the need for assurance of pro¬ 
tection is particularly strong "when the initial capital 
outlay is very heavy or when a great deal of specialised 
personnel is needed. 

$J) In national interests agricultural produots may be protected 
but in granting such protection the number of commodi¬ 
ties should be as small as possible and protection limited 
to short periods, never more than five years at a time ; 
while a programme of agricultural improvement must 
accompany the scheme of protection and an annual report 
should he made to the Government on the progress made 
by suoh protected commodities. 
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(f) On broad "grounds a levy of excise duties on poteete# 
industries is not advisable and should be resorted to only 
when there are urgent budgetary requirements* 

There are certain other methods of giving assistance to 
industries in a country. The Fiscal Commission thinks that a 
Development Fund should be created by setting aside every year 
a portion of the revenue collection from protective tariffs. With 
such a fund subsidies can be given to needy industries* Such 
subsidies would be preferable to tariff protection in certain cases* 
which are as follows : 

1. Where domestic production meets only a small fraction of 
domestic demand, 

2. Where the commodities are essential raw material and, 

3. Where the manufacture of certain commodities needs 
protection, but it is difficult to distinguish grades or qualities to be 
protected from others in which no protection is needed. 

The Commission recommends that in normal cases quantitative 
restrictions should be used sparingly. Only temporary restrictions 
of this kind are justified against abnormal imports. It bolds that 
it Is difficult to decide on the stage of development of an industry 
at which a tariff quota scheme would be suitable. In certain cases 
such quotas are useful because they assure consumers of the 
availability of sufficient supplies of the commodities. As regards 
the quantum of protection, it is suggested thrt the tariff authorities 
should lay down uniform and standardised rules. As a general 
principle industries should be assured of protection for a reasonably 
long period, so that capital may be attracted to them and a suitable 
programme of improvements may be drawn up and implemented. 
The Commission also suggests that the stores purchase policy of 
Government should be so framed that indigenous industry receives 
a reasonable amount of preference over foreign articles. 

In order to protect consumers* interests, however, the Com* 
mission lays down certain obligations on protected industries. 
These obligations mainly concern price policy, output policy, 
quality of production, adoption of technological improvements, 
research, training of apprentices and avoidance of antisocial 
activities. They believe that these obligations should be treated 
as directive principles of tariff administration and that the tariff 
authority should bear them m mmd when they examine the claims 
of protection of particular industries. They suggest that a 
programme for implementing them should be worked out and the 
Authority should report to Government periodically the manner 
in which these obligations are being discharged by the protected 
industries, 

Further Readings Suggested 

1* Indian Economy Today and Tomorrow—An American. 

Study. 
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CHAPTER XXVII 

BANKING AND CREDIT 


1- Introduction. Indian bankin g is as old as her trade an d 
commerc e. The laws of Man u sho w tliaFT Ianii ng wasunde rstood 
and practised long era. 

(science of money; mentions the presence of baSEers ii the timST of 
Chandragupta Maurya. 

Banking and credit received sever© blows from the Muslim 
invasion and occupation of India. Many old Hindu ban king houses 
su rviv ed, however, and performed important financial semces^T 
Muil5n princes and courtiers. The names of Jagat Seth and Oma 
Se thare w eILknown in the historyofTSengal TIFven 
the jBias t India Company m ade use o? tEemto money and 

remit itTo dTsiantpIa’ces in India. 

Even today when the Western banking system has thoroughly 
established itself in the country, no picture of Indian banking would 
|>e complete unless the old indigenous banker and money-lender are 
prominently painted in it. 

A study of the problems of Indian banking is highly important. 
Unfortunately, complete banking statistics are not available. The 
shre ffs in the city and money danders in the village do not publish 
any accounts Ma ny of the n on-scheduled joint-stock banks, too, 
*£ l a *g e j£5mE^ 

Compani^SIAoJ™* neit her publish any r eturns nor supply Them 
to th^efiege^an gl iTT ri gia. This “paucity of da t¥s tancte”mlE© 
way of a thorough comprehension of the problem and the eradication 
of faults from the existing system on a scientific basis. 

2. The Constituents of the Indian Banking System. The 

Indian money market and banking system are composed of the 
following members:— 


(u) Indigenous bankers 
(6) Co-operative banks 
(r) Land mortgage banks. 

{d) Poet Office savings banks. 
(«) Joint stock b^nks including 
the Imperial Bank 


(/) Foreign exchange banks. 

{ g) Insurance companies. 

(h The Reserve Bank of India. 
(i) Stock and bullion exchanges. 


Sometimes post-office savings banks and insurance companies 
are not included m the frame-work of the Indian money market as 
they are supposed to perform special forms of banking business. 
But any institution that collects money from some and lends it to 
Crthers has a ripht to a place in it* The Indian money market, unlike 
the British rneney markets, is very loosely held together. If * 
Tillage money-lender, whose only business is to lend his family funds*, 
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is » part- of the 


banking 
;rom indi’ 


machinery ; an insurance company that 


collects millions from individuals and invests them in Government 
and other approved securities, is certainly a part of it. 

3. Hie Place of Indigenous Bankers in the Indian Banking 
System. The survivors of the old indigenous banking system in 
India are found carrying on their age-old operations in different parts 
of the country under different names. In Madras they are called 
Chettvs : in the Punjab and U.P., Sahoka'r, Mahaian and KS5EH i 

O&Sn&v 

Baniya. 


Accordingj ^jtheJL&ii-Csnaiig IndiaJmajmors. _thao_jaixJaJ*» 
and ib ha bit^ ElftceB J ou t o f 

jtfOjOw ana over. Of these only 140 had any banking facilities in 
1916, ~S3§ in~im 514 in 1936, and 736 in 1939. Generally new 
branches are opened in the upoountry distributing centres or the 
great parts of India which already enjoy banking facilities. Out of 
the 743 new branches opened during the war years, only 258 were 
at places which had no bank in 1939 

No less than 87 2 per cent of the population of India lives in 
rural areas Two out of every three persons are directly dependent 
on agriculture which is thus stilt the pre-eminent occupation of the* 
people, m spite of the recent advance in urbanization and industry* 
The supp ly o f cred it in the v i liege s therefore. _ f ar overshadows all 
othe r kin ds of credit. Tloit of the towns and all the six lakElSS. 
o5d villages are without any b inking facilities and have to depend 
cither upon the co operative society or the money-lender for the 
supply of their financial needs. In 1946 47 the area covere d b y 
the Indian Union the number oT^agflcuTtural credit 6o.9i^tiea_ was 
Qnly 116,913 with a membership^ of 5*5 million—a bare 7 per eent of 
tficLtotal agricultural population 1 '‘Despite the keen competition of 
co-operative societies and despite the heavy losses and difficulties 
of the last depression, the money-lender and the indigenous banker* 
still continue to be the backbone of India’s rural finance/’ 8 Tfrq 
np paber pi money-tenders and in digen ous ba nkers in India in 1 93 1 
c§ypq to noJ^gJ^an, 60 (h The total""amount oF mralltebt was 
estimated by experts to be 1 200 crores o f rupee s in pre-war James, 
The working capital of agricultural credit societies was only 
Rs, 30,56 lakhs in 1046-47. 4 The co-operative credit movement has 
undoubtedly great potent ialities in the future, but so f ar it has 
touched only the fringe of the rural credit problem and the tnoney- 
lepj^ iljLlSik village* 


l f It is estimated that 5*5 million members will have 22 million 
dependants. 

2. Dr* L.C. Jain distinguishes between a money-lender and an indigenous* 
banker. The former only makes loans, while th© latter receives deposits And 
denis in Hundis in addinon,— Monetury Problems of lnd%a, p. 55. 

3. Muranjan —Modem Banking in India, p. 179. 

4. Reserve Rank Statement, relating to co-operative movement in 
India, 1940. 
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4. Butinem of At Village Money-lender. The main business 
ofth# vill%e money-lender is to lend money to the needy. Tory 
rarely does he have any funds but his own to lend as he receives no 
deposits except temporarily for safe custody and this is very rare 
He lends either on the security of ornaments or promise of payment 
at the next crop. His primary bmwm is to ma ke consum ption loanSt 
Occasionally he keeps a grocery Bhop in the village and buySTKis 
debtors* crop which he either consumes himself or disposes of in the 
adjoining mandi. The rate of interest varies with the borrower's 
reliability. It is always higher an the case of unsecured loans. In times 
*of famine and scarcity, at the birth of a son, of at the marriage of a 
daughter, he is the refuge of the zamindar. In fact, he is truly the 
cust o dian o f. thejeaflantV honour, ^ —“— 

The commercial banks are not in a position to establish direct 
contact with the cultivator nor can the co-operative societies fill in 
the gap. It remains then to be considered how the indigenous 
bankers can be usefully employed to mediate between the money 
market and the peasant. Their rates ai a high, but their risk s are 
also great. The ordinary peasant is either too poor or too 1m~ 
provident to have any ready money in reserve which he can use m 
emergency. Thus the need for an agency to supply capital to the 
needy is urgent. T he ba n kers, th eref oie, ca nnot and should not be 
^llPypated altogether,^ but jOSEr. questionable practices shouT3HE>e 
strictly, ciurbejd anff ?FeIr business regulated as is being done m aft 
parti of India by legislation on money-lending and rural indebtedness. 
They should be made to keep their accounts in a prescribed manner 
and to throw them open to the inspection of commercial banks in 
their vicinity, when called upon to do so. They would thus be 
eligible to receive accommodation fiom those banks and in ease of 
need from the Reserve Bank. 1 2 The Reserve Bank has special res* 
possibilities for the improvement of agricultural qiediV Under its 
h®fp a3QC ^ guidance the provincial co-operative banks and the com¬ 
mercial banks could work together for the solution of the ruial finance 
problem. 

5. Importance of Rural Banking in India df today. It 

has been pointed out elsewhere that the most important economic 
problem crying for solution at the present moment is to make India 
self-sufficient m food, cotton and jute. So long as we do not succeed 
in this objective we can neither correct our unfavourable balance of 
payment nor can we feed the hungry millions, who are increasing in 
number every year. Amongst other remedies to be adopted them is 
provision of adequate facilities m semi-urban and rpral areas for the 
financing of agricultural developments. Undoubtedly under any 
system ^ of Government* democratic, fascist or communist, no 
economic activity can be successfully carried out without borrowed 
funds. This is more true of agriculture than of most other activities. 

1. Punjabi proverb .* “Shah b%na pat nahin. rajah bina gat nahinS' 

2. Muranjan, op. eit. p. 180. 
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.Agriculturists are poor all over tie world, and much taom »o in 
Iqdia, where tie large majority of holdings are uneconomic and 
where illiteracy is a common feature of the village. 

To achieve the desired self-sufficiency, therefore, it is most 
essential that sterfcuous efforts should be made to provide both 
short-term and long-term credit in rural areas. This is one aspect 
-of the problem. 

Rural banking has assumed special importance in recent years 
from another angle. Dae to the stupendous rise in prices of food 
grains and primary commodities “it ih likely that a larger measure of 
the national income has accrued to the rural Of course it 

is impossible to calculate^ precisely the" extent of savings in rural 
areas in the absence of dependable statistics in regard to rural 
ipcome and their distribution, but it would not be wrong to conclude 
that the big ger landlords are certainly saving more than before and 
%* smaller&rmers gnd agricultural workers have also put by some 
savings, though relatively smalt. 

Thus savings are lying in hoards and cannot be, usefully 
employed for lack of banking facilities. In view of the paucity of 
funds for capital investments, which are urgently required for 
growing needs in industry, agriculture, hydro-electncity and trans¬ 
port, tapping of such savings in rural areas is of crucial importance. 

To discover ways and means to tackle this two-faced problem, 
namely, provision of credit for agricultural development and utilisa¬ 
tion of savings lying in useless hoards, the Government of India' 
appointed a Rural Ranking Enquiry Committee in the fag-end pf 
1949, which has but recently reported. 

Recommendations of the Rural Banking Inquiry Committee (1950)* 
In addition to the investigation of the general problem of rural bank¬ 
ing, the committee was asked to go into the question of the transfer 
of Government treasury work in taluk {tehsil) headquarters to the 
Imperial Bank or other well-established commercial or co-operative 
banks. The Committee’s report has not yet been released to the 
public but its main conclusions and recommendations are briefly as 
follows :— 

(a) The Reserve Bank should extend its branches to the 
capitals of at least the more important States in the Union* 

(b) the Imperial Bank should extend £its branches as far as 
taluka or tehsil towns, 

(c) other commercial banks and co-operative banks should also 
be encouraged to open branches in taluka (tehsil) towns and smaller 
towns and semi-urban areas, 

(d) for the villages it would be necessary to continue and 
expand the machinery of postal savings banks and co-operative 
^societies* 
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strengthened and co-operative institutions should be given apodal 
attention and assistance. 


(/) for short and medium-term finance for agriculture, the* 
existing Provincial Co-operative Banks should be strengthened and 
their scope enlarged, and where this is not possible State Agricultural 
Corporations should be established, 


(g) long-term finance for agriculture should be provided through 
separate institutions, such as land mortgage banks, which should be 
established where they do not exist, and 

( h ) currency chests and remittance activities should be extend¬ 
ed to much wider area than at present. 

The Committee has not been able to arrive at any definite con¬ 
clusion about the magnitude of savings in rural areas but is 
convinced that a larger portion of the national income has gone to 
rural areas. It is of the opinion that a good deal of this extra 
income has gone to support a higher level of consumption, and only 
a relatively smaller part into savings. The total amount of these 
savings is, however, considerable and steps should be taken to 
tap it. 

6- The Indigenous Banker in the Town The indigenous 
banker's is a hereditary business carried on mainly with family 
funds. He, however, does receive deposits and pays a higher rate 
of interest for them than the bank He engages in trade and serves 
as an agent for distribution of goods in the country as well as to 
move crops to the ports. He buys’ Hundis drawn by business men, 
charging them a higher rate than the bank and appropriating the 
difference as his profits. He also finances the trader and acts as a 
link between the bazar and the commercial bank by discounting 
Eundis and getting them rediscounted by the bank when he is in 
urgent need of funds. He lends money against any kind of security, 
bullion or jewellery, goods or personal confidence. He accommodates 
those who fight shy of the uniformed peon at the gate of a joint* 
stpeli: blWik and of the critical eyes of the man behind the polished 
counter, but at higher rates. As Sir George Schuster remarked, *Tt 
is impossible to over-estimate the part that indigenous bankers play 
m the whole of the banking and credit machinery of India. It 
would be no exaggeration to say that his part of the organization 
represents 90 per cent or more than 90 per cent of the whale.” 

wj The Indigenous Banker and the Reserve Bank* It is es¬ 
sential therefore, that these bankers should be put into gear with 
the modem market to supply credit and banking facilities to the 
people of India on reasonable rates. 

Sir J. B. Taylor, sometime Governor of the Reserve Bank, drew 
up a scheme to link up the indigenous bankers with the Reserve 
Bank direct and suggested certain conditions for their inclusion in; 
the Bank's approved list. They were circulated to the main joint * 
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stock banks are well as a number of indigenous bankers for opinion. 
These were considered to be too stiff by the Shroffs’ Association At 
Bombay sail other commercial organizations. Accordingly they were 
toned down and changed into the following 

(а) The indigenous bankers who operated with Rs. S lakhs as 
capital and were prepared to increase it to Ra. 5 lakhs within five 
yearn were to be put on the register of the Reserve Bark. 

(б) They were to shed off all their non-banking activities within 
a certain period and to engage in banking business only. 

(c) They must maintain proper accounts and have them audited 
periodically. They must alBo be open to the inspection of the 
Reserve Bank for determination of their financial status and regula¬ 
tion of their business on right lines. 

(d) Their balance-sheets must be published in the interest of 
their customers and periodical statements submitted to Reserve- 
Bank. 

(<■) Tn return they were to have the privilege of having their 
papers directly rediscounted with the Reserve Bank, the right to 
obtain advances against Government paper, and remittance facilities 
similar to those open to the scheduled banks. 

Indigenous bankers not eligible for access to the Reserve Bank 
under the above scheme might join together to form Discount 
Companies within a limited area and have their papers rediscounted. 

The replies received were generally unfavourable. The indigen¬ 
ous bankers felt that the privilege of rediscounting of their papers 
with the Reserve Bank was not valuable enough for them to give 
up theii hereditary other than banking activities. The Bombay 
Shroffs’ Association were not willing to give up dealings in gold, 
silver, and ornaments. Nor were they prepared to publish prescribed 
returns as they believed that would do them more harm than good. 

As a consequence of the rejection of the Bank’s proposals, 
further progress in this direction is at a standstill. With the nation¬ 
alization of the Reserve Bank there is greater possibility of pro¬ 
gress being made in the future. It is essential that the bankers should 
fall in line, ultimately shed off tbeir non-banking activities and taka 
to formal prescribed banking methods in their own interest as well 
as in the interest of the advance of banking in India. In ldSO there 
were only seven indigenous bankers, who had taken advanfogejaTffi* 
Reserve Bank’s' offer and had been given remittance facilitjeB like tire 
fifi non-scheduled banks eligible for these concessional rates. 

8. Co-operative and Land Mortgage Banks- Short-term and 
intermediate credit is supplied by co-operative societies and unions 
in the villages The problem of long-term credit is crucial so far aa 
agriculture is concerned. It is the function of the Land Mortgage 
Banks (a) to supply loans to deserving zamindars to release them, 
from the strangle-hold of the baniya and to set them up on their 
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legs *gain ; (ft) to buy mors land ; and X c ) theta to 

introduce such oosfcly improvements on land as are beyond tbftir own 
pocket. We have already discussed these under Co-operation. 

9. Post Office Savings Banka These w«re es^bBehedin 1882 
ob|eo|^ the habillof thrift m the poor man. 

The total number of head and sub-branohes of these savings banks 
was about 27,000 in united India. With six and a half lakhs of 
inhabited places in India, it meant no more than one bank for ©very 
24 Villages. Their achievement has been great but it does not 
amount much as a whole, the total outstandings in the Savings 
Banks being Rs. 147 crores on 14th August. 1947. At the end of 
1949*60, the outstandings for the Indian Union alone were Rs. 44 
crores, not including its share of previous outstandings. 

At the end of March, 1949, there were 26.760 post offices in the 
Indian Republic, out of which 9,465 were doing Savings Bank work. 
A savings bank is allowed oniy when it is anticipated that the 
number of accounts maintained will not be less than 20. Of the 
9,465 Savings Banks, 6,401 were in rural areas, covering only 40% of 
those villages which had 2,000 or more population. The present 
position of post office Savings Banks in rural areas is clear from the 
table below :— 

Rural Post office Savings Banks 


a. 

No. of offices doing Savings 

1943 

5,512 

i 1949 1 
j 6,401 I 

Increase 
! 8*89 

2. 

BankB work. 

No. of Accounts (in lakhs) 

7 

1 12 

5 

45,14 

8 . 

Balances in Rs. lakhs 

17,71 

| 63,14 

4. 

Average balance per account 

245 

1 528 

283 


The Central Banking Report remarked : “The man in the re- f 
mote interior has yet to be reached. Slender savings and small men | 
have yet to be garnered.’* India compares very unfavourably with j 
foreign countries so far as deposits per head go, as the following | 
‘figures will show : — 

TABLE I 

Postal Savings Deposits in some Countries 


Name of 

Population 1 in 

Deposits in mil* 

Deposits per 

country 

millions 

lions of rupees 

be*d in R*.* 

Canada 

10 

63 

6 

'The TJ.S.A. 

112 

33,44 

30 

The U.K. 

44 

43,80 

98 

Japan 

f 60 

38,32 

64 

India 

... - 389 

5,2333 

1*2S 


•the figures are approximate. 

It has been suggested that these savings banks could be 
improved (a) if the limits imposed on deposits of money were raised 

y fl ^wp ~Tha World 2. Report on Currency and Finance, 1942-43. 
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and other privileges granted, and (6) if the funds could be operated 
by cheques in Indian spoken languages* 

The first suggestion has been adopted by the Government as. 
the annual limit of net deposits for every account-holder was raised 
from R$. 750 to Be. 1,500 from 1943. From August 1942, the 
Savings Banks started accepting cheques in their transactions. 
Women have also been allowed to open accounts through their 
agents from 1943. Since then there has been a marked improvements 
In the volume of small savings and the recent campaign launched by 
the Ctntral Government and pursued by most of the provinces 
has met with some success. National Savings Certificates were sold 
in villages too by authorized agents of Government on Commission 
basis and the total outstandings at the end of 1949*50 in India, 
came to Rs. 40,46 lakhs. 

The second suggestion of operating accounts ?by oheques is 
not feasible as the keeping of accounts Would be beyond the 
capacity of the present single clerk, a poorly paid man, in small post 
offices. 

Effects of the War on Savings Banks. The outbreak of the 
Second World War saw heavy withdrawals fromT^^KstaTSannga 
6ahkA"a|^weIJ as hurried encashments of Postal Cash Cart|ficaies 
owtpglojner vousness, By 1943, however, things had settled down 
and confidence was restored. Deposits in these banks started 
increasing and reached the figure of over Rs. 80 crores in 1944*45. 
They went \ip to Rs 147 crores in 1947-48 in united India. 

In April 1941, a new scheme of post office savings bank 
accounts, known as the Indian Post Office Defence Savings Bank 
Accounts, was introduced, its attraction was per cent rate of 
interest free of income-tax, *.e., 1 per cent higher than the existing 
rate on ordinary postal savings bank accounts. In 1943, the fundhad 
Rs. 40 lakhs to its credit. In April 1947, the total amount in this 
fund was Rs. 11 crores but on 3rd March, 1948, it was only Rs. 3T0 
crores. The fall was due to the fact that the war was over and 
deposits could be withdrawn at will. Later, new 12-year National 
Savings Certificates were introduced with a yield on maturity of 
nearly 3^ 0/ 0 compound interest free of income-tax. Also from 
the 1st of October, 1943. the rate of interest on post office savings 
bank deposits was increased from 1J% to 2% on balance that 
did not fall below Rs. 200 during the year. As a result there 
was an improvement in deposits and investment from January 
15, 1944, onwards. Premium Bonds carrying no interest but giving 
half-yearly prizes were on sale to the public. They were repaid at 
par in 1948. 

f The yield on the Post Office 5-year Cash Certificates is 2} per 
| cent free of income-tax and on 10-year Certificates 3| per cent* 

| The total volume of outstandings in the small savings funds at th^ 

| end of 1949*50 come to Rs. 68 crores for the Indian Union, exclusive 
f of her share in the pre-partition outstandings, against Rs. 43 crorea. 
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An 1948-49. This amount includes Postal Cash Certificates, Defence 
and National Saving Certificates as well as Defence Savings Bank 
Depoajjtfr 1 

M? Joint-Stock Banking in Indie- ft) Early History. The 
A gen cyHouses of Calcutta and Bombay introduced modern banking 
in India in the 18th century. Their banking operations were, 
however, entirely subordinate to their main business or trade. In 
fact they started banking operations only to further their trade 
business. Joint-stock banks that followed had an unlimited liability 

were managed by Europeans. They performed the important 
.service of circulating notes in the country. 

Tbe commercial crisis of 1829-30 gave a death-blow to the 
Agency Houses that had been indulging freely in speculation. Prom 
1830 to 1880 hanking habits made a very slow advance. A good 
many of the joint-stock banks that were formed during this period 
closed their doors later. The principle of limited liability came to 
he recognized only as late as 1860. 

(tt) The Presidency Banks. The three Presidency Banks of 
Bombay, Bengal and Madras, which were destined to play a 
very important role in tne banking fortunes of India, however, 
■emerged during this period of stress. Before 1862 they were 
directly controlled by the Government and certain restrictions were 
imposed upon their activities. In 1862 their right of note issue 
was taken away but they still worked as agents to Government. 
Tbe restrictions on their business were also relaxed, as a direct 
result of which the Bank of Bombay failed in 1868. A second Bank 
of Bombay was floated in the same year. In 1876, an Act was passed 
by which the old restrictions were almost wholly reimposed. The 
-Government still banked with them, but to a limited extent. 
Thus although they were not state banks, they maintained this 
-eonneotion till 1921, when they were amalgamated into the Imperial 
Bank of India. 

(in) The first purely Indian joint-stock bank, the Oudh Com¬ 
mercial Bank, was started in 1881. It was followed by the Punjab 
National Bank (1894), and the People’s Bank of India (1901). Till 
1880, the economic conditions were statio and prices were felling ; 
hence there was no progress in banking. After 1880 banks improved 
to some extent, hut in the next decade they gained substantially. 

The Swadeshi Movement of 1905 gave a great stimulus to 
Indian banking. The steady rise in prices and the large addition to 
circulating currency after 1898 added to the momentum. There was 
a boom in banking and India saw a deluge of new banks. Some of 
them were destined to foil, others like the Bank of India, the 
Bank of Baroda and the Punjab and Sindh Bank have proved to 
1>c solid and reliable. They made rapid progress till 1913, when 
Indian hanking was overtaken by a crisis. The failure of one of 

T* Vfr / *** ° a ® urrea °y anc l ^toanoe, 1948-49, Statement# 
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sound bajiking-triwiittoiis by pointing out defects at m early stage, 

(fr) Licensing of Banks and control over branch$anMmg* The 
Reserve Bank issues licenses to an existing banking company only 
after satisfying itself that the company is in a position to pay its 
depositors in full as their claim accrue, and if the affairs of the 
company are not being conducted to the detriment of the depositors* 
Besides, no banking company can open a new place of business 
without prior permission in writing from the Reserve Bank, which is 
given only if the Reserve Bank is satisfied regarding the financial 
position, the management, the capital structure of banking company 
and the earning prospects of the proposed office. 

(c) It has been provided that no court shall sanction a scheme 
of arrangement, unless the Reserve Bank certifies that it is not detri¬ 
mental to the interests of the depositors. The Reserve Bank is 
authorised to approve of or veto-schemes of amalgamation as it 
thinks proper. 

(d) Liquidation of Banking Companies . The Reserve Bank can 
be appointed as the Official liquidator of banking company, if it 
applies. 

(e) Receipt and Scrutiny of the Prescribed Returns . The 
prescribed returns submitted by the banking companies to the 
Reserve Bank are scrutinised to sec that the instructions issued by 
the Reserve Bank are being complied with. 

(/) Adnstng Banks and helping than in times of emergency. 
Recently the Reserve Bank has done valuable work m this direction. 
It was feared that devaluation of the Indian rupee would encourage 
speculation The Reserve Bank, therefore, advised all banks not 
to grant any advances for purposes of speculation. 

During the course of its study of the operations of banks, the 
Reserve Bank has come ai ross many unhealthy developments, t.g, f 
very large advances against immovable property, advances against 
inadequate security to directors of banks or their friends, indjsc^i- 
minato branch expansion, inter-locking of funds between banks and 
attemptto secure control over certain industrial undertakings by 
misuse of the banks* funds. In some cases figures have been mani¬ 
pulated to conceal the true financial condition of the bank. The 
Reserve Bank has in all such cases brought such defects to the 
notice of the management of the banks concerned and directed them 
to rectify these defects. 

In March, 1050, the Banking Companies Act was farther 
amended to correct a few faults which came to light in the working 
of the above Act. Amalgamation of Banking companies has beam 
facilitated, under this Act, and compensation provided for djs-sent- 
tag share-holders. Further special provisions for speedy disposal of 
winding up procedure of banking companies have been included. 

In December, 1949. Banking and Insurance Companies Indus¬ 
trial Tribunal Act was passed, by which disputes between the 
employees and banking or insurance companies were to be referred. 
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to the All India Industrial Tribunal established by the Central 
•Government and not any State officer or authority fa adjudication 
-or settlement. 

It has been seen in practice that the Banking Companies Aot 
is defective in certain other respects too. For instance, every bank 
has to transfer 20% of its net profit to a reserve fund until the fund 
is equal to its paid-up capital. At the same time this fund is to be 
maintained in tact. It is not specified for what purposes the fund 
is to be used when with drawals from it are not permissible until 
the bank is wound up. Consequently section 17 of the Banking 
'Companies Act is likely to be amended in the Dear future to remove 
this lacuna amoung some others. 

18. Foreign Exchange Banks—Their position. There were 
15 Exchange Banks in India in 1949. They are the branches of 
large institutions incorporated outside India. They were not subject 
to the provisions of Indian Company Law but the new banking 
legislation has authorised the Reserve Bank to control their opera¬ 
tions. The following table shows their growth and position in 
India : 

TABLE VIII 1 

Number Capital Deposits Cash balance Percentage Advances 
and Reserve India in m India in of cash to and Bills 


1020 

15 

m mil¬ 
lion £ 

90 

croies of 
Rs. 

75 

crores of 
Rs. 

25 

liabilities in 
India 

33 

discounted 

1940 

20 

128 

85 

17 

20 

28 

1045 

15 

153 

179 

18 

10 

4(> 

1948 

15 

156 

160 

17 

11 

114 


The table also shows that the private deposits of these banks 
have grown considerably while their cash balances in India have not 
g^own at the same rate. 

Two of these banks, Thomas Cook and Son* and the American 
Express Co- are mostly concerned with tourist traffic. Of the rest, 
3 have ft condsiderable portion of their business in India while the 
others are mere agencies of bigger banks, a larger portion of whose 
business is outside India. The names of five big Exchange Banks 
are Lloyds Bank, the Chartered Bank of India, Australia and China, 
National Bank of India, the Mercantile Bank of India and the 
National City Bank of New York. 

Functions of Exchange Banks, (a) They finance the foreign 
trade of India. It is a remunerative business—the total trad© 
of India amounted to Rs. 1028 crores in 1949-50. It has been 
estimated by experts that only 15 per cent of the trade is financed 
by Indian banks, whose share merely consists of the movement of 

L Statistical Tables issued by the Reserve Bank of India, 11)48* 

2. Its business in India has been amalgamated with that of Messrs. 
Grindiay and Co. 
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commodities to the port towns from where the financing to foreign 
countries is arranged by ike Exchange Banks. 

{b) The Exchange Banks hare a fair number of branches 
scattered all over India having as many as 101 in 1940 in undivided 
India and 62 in the Indian Union in 1949, against 68 in 1946, Most 
of the branches are located m big cities, for instance Calcutta has 17, 
Bombay 15, Delhi 10 and Madras 6. They raise deposits from the 
Indian people and undertake the kind of business done by Indian 
commercial banks in financing the internai trade of India to a 
considerable extent, These deposit liabilities amounted to Rs. 160 
crores in 1948 in the Indian Union against Rs. 179 crores in 1949• 
lor undivided India, 

The Exchange Banks buy Indian export bills usually maturing 
after ’three months. These bills are almost always Documents on 
Acceptance (D.A.). They are sent immediately to London and are 
discounted there at the low prevailing rates. In order to transfer 
their funds back to India the banks adopt various plans such as ( i ) 
selling sterling to the Reserve Bank m London (£i) buying rupee- 
paper in London and selling it m India, (in) supplying the needs of 
tourists and students in England on receipt of rupees in India and 
{tv) importing bullion into India for sale purposes. 

The bulk of India’s export trade from Europe is financed by 
60 days’ bill known as Documents on Payment (D. P,). They are 
discounted in London and sent to India for collection through the 
Exchange Banks. The peculiarity of D, A. bills is that the mofndnt 
the bill is accepted by the foreign importer through the Bank, he 
can obtain possession of the goods, while he may make the payment 
at the maturity of the bill. This is obviously a great advantage. 
The D. P. bills do not entitle the Indian importer to the immediate 
possession of the goods. He, therefore, executes a trust receipt in 
favour of the Exchange Bank, thus holding goods as a trustee of the 
bank till he makes the payment. He pays interest at the rate of 6 
per cent for this period. So long as the Indian import trade is not 
financed by D* A. bills in rupees and discounted in India, a proper 
discount market cannot be developed here. In 1948 the Exchange 
Banks made advances and discounted bills worth Rs. 114 crores in 
the Indian Union against only Rs. 46 crores in undivided India in 
1946. 

Grievances against the Exchange Banks. There cannot be two 
opinions about the detrimental effects of the working of these banks 
in India (a) Indian commercial banks seriously complain of their 
increasing competition in the internal trade of the country specially 
in the movement of goods from the interior to the ports. The 
Exchange Banks have often larger resources and can, therefore, 
attract deposits at cheaper rates, (6) They are also alleged to offer 
greater facilities to their own nationals in India’s foreign trade, thus 
using funds raised in India against the interest of Indians, (c) They 
are accused of forcing Indian exporters to insure their goods with 
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foreign l%apames. This proves a great obstacle in the way of 
the development of this type of business by Indian Insurance 
Companies* (4) Indians are not allowed to rise to positions of 
trust in these banks. The highest post open to them is that of 
a cashier, (e) These banks are said to divert Indian capital to 
foreign industrial and gilt-edged securities. (/) That their staff 
run down some Indian banks, is another complaint against them. 

Thus it would be seen that these banks dominate the foreign 
trade of India as well as participate in her internal trade. Although 
collecting deposits in India, till 1949 they were not amenable to Indian 
^ laws. They were controlled by foreign directors and did not publish 
m any information regarding Indian affairs Thus the position of Indian 
depositors was vulnerable in case of liquidation. 

Why no Indian Exchange Bank ? It is argued that the 
financing of internal trade is more remunerative than that of 
external trade. Therefore, the Indian joint-stock banks with the 
comparatively smaller funds at their disposal are naturally content 
with the former. A foreign trade bill locks up money 3 months 
at the most. The Indian joint stock banks to-day either lock up 
large funds in Government securities or keep them in the Reserve 
Bank of India for want of a better outlet. Their participation in 
foreign exchange business could usefully employ their large spare 
funds. 

It is also asserted that skilled personnel is not available in 
India to carry on foreign exchange business with success. This is not 
a cogent argument. “Required staff could be secured without much 
delay* 3 was remarked by the Govnemor of the Imperial Bank m his 
evidence before the Central Banking Enquiry Committee. 

The main obstacle in the way ol Indian joint-stock banks 
taking up this business is the difficulty oi opening branches and 
working them successfully in foreign countries. There are political 
and curreiftjy complications. A branch in a foreign country needs 
huge capital, great experience and prestige to attract funds. Our 
commercial banks are not in a position to open these branches. 
It is good that the Bank of India have opened a branch in London. 
Even if the branch works at loss in the first few years it does not 
matter. India being free now it is but proper that such branches 
should be opened in all countries, especially m the U.S.A. and in the 
United Kingdoin. 

It has been suggested in the Central Banking Report that the 
Imperial Bank of India should take to foreign exchange work but 
it should have 75 per cent Indian directors on Local Boards before 
it does so. It should also completely stop recruitment of non-Indian 
staff. 

As an alternative to this scheme, an all India Exchange Bank 
with a capital of Rs. 3 crores is suggested. The Indian joint-stock 
banks may subscribe the whole or major portion of it to ensure that 
the Bank does not compete with them in the financing of domestic 
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sfcrade. The Bank would undertake Government remi^noes and 
work under the supervision of the Reserve Bank of India. 

In the meanwhile, Indian commercial banks might open 
agencies in big foreign centres on a co-operative basis. 

Suggested restrictions on the business of Exchange Banks . 
Some Indian economists want very strict restrictions on the activities 
of Exchange Banks in India. They would like them to confine 
their operations to the port towns and disallow them from accepting 
deposits from Indian nationals beyond what are necessary for the 
financing of foreign trade. They would also compel them to engage 
Indian personnel with the exception of a foreign manager and on© 
assistant manager. Such restrictions are bound to invite retaliation 
against Indian banks when they spread out to foreign countries, as 
they surely will, in course of time. Hence the best weapon to fight 
against the Exchange Banks is an Indian bank. Undoubtedly it 
would be difficult to wrest foreign trade business from these estab¬ 
lished institutions, but it is not an impossible task to perform in 
course of t ine with a national government at the helm of affairs. 
No now exchange bank should be allowed to start business in India 
without the permission of the Reserve Bank which should be given 
only on a reciprocal basis Even the present banks should bz asked 
to take out licences. Secondly, these banks should supply full ia„ 
formation to the Reserve Bank about their working in India and give 
responsible posts to Indians. Thirdly, they should employ Indian 
funds in Indian business and not transfer them outside. 

With the passing of the Indian Banking Companies Act of 1949 
the position of the Foreign Exchange Banks does not remain ay 
unassailable as before. The Reserve Bank of India can now ask 
these banks too to toe the line with other banks in this country. 
The following regulations in this Act protect the Indian depositors 
specially : 

L In the case of a bank being incorporated elsewhere than in 
a province of India the total value of its paid-up capital and reserves 
to be kept deposited with the Reserve Bank shall not be less than 
Rs. 15 lakhs, and if it has a place of business in Calcutta or Bombay 
Rs. 20 lakhs. 

2. Any amount deposited with the Reserve Bank by such a 
bank shall in the event of the company ceasing for afiy reasons to 
carry on banking business in India shall be an asset on which the 
claims of creditors of the company shall be a first charge. 

3. The assets in the provinces of India of every such banking 
company at the close of the last working day of every quarter shall 
not be less than 75% of its demand and time liabilities therein. 

4. At the end of every calendar year every such company 
shall prepare an annual balance sheet and profit and loss account in 
respect of all business transacted through its branches in India. 
This balance sheet will be properly audited and published. 
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It will be noted that the Banking Act thus laid down restric¬ 
tions on foreign banks, because they are not incorporated in any of 
the provinces of India. Thus banks,which were previously incorporat¬ 
ed in Indian States which have now merged with India, do not 
come under this category. 

19* The Imperial Bank of India* A State Bank has always 
had great glamour for Indian imagination. Various proposals were 
put forward in early times 1 for such a bank, but they were not 
adopted. The crisis of! 913-14 added to the urgency of the need 
for a State Bank to control, stabilize, and regulate banking in India. 
The first serious experimental effort towards this objective was 
made in 1921 when the three Presidency Banks with then 59 branches 
were amalgamated into the Imperial Bank of India. This union of 
rivals was due to a realization of the need of the times and fear of 
competition from abroad. 

Under the scheme the capital of the newly created bank was 
raised from Rs. 375 lakhs to Rs 562 lakhs. It remained a private 
concern, but it was meant to serve the State m its financial activi¬ 
ties. Hence its operations were restricted by law and its management 
controlled within limits by Government. Its private deposits stood 
at Rs. 74 crores and public deposits at Rs. 7 crores in 1934 while the 
cash it held and its investments in approved securities amounted to 
Rs. 57 crores. Thus the magnitude of its resources gave it the posi¬ 
tion of leader in the Indian banking woild. Its private deposits 
were about 33 per cent of the total deposits in India Its branches 
numbeiing 161 in 1920 iuio more than onc-lhird of those of all joint 
stock banks. It had large public* deposits, too, on w'hich it paid no 
interest. Its business was circumscribed wthm the bounds of 
safety by law. It was, therefore, natmal that it should wield vast 
power and influence in Indian banking, ciedit and commerce. 

The Imperial Bank had a Central Board and three Local Boards. 
The Government reserved to therr selves the right of appointing two 
Managing Governors to the Central Board They also nominated 
the Controller of Currency to this Board to watch Government 
interests They were further entitled to issue instructu ns to the 
Bank to safeguard their balances and their financial policy 

The Bank undertook all the general banking busirn s> of the 
Government, »uch as accepting deposits and holding balances It 
managed the public debt and opened 102 more branches 2 between 
1921 and 1926. It remitted funds for Government and advanced them 
ways and means loans when called upon to do so. It served as a 
bankers* bank, as most commercial banks kept their cash buhnees 
with it. It also managed the Clearing Houses in the country thus 
settling cross claims of banks. As the Bank had to undertake 
Government banking business its operations were carefully regulated. 

1. See Mnranjan, op. cit. 

2. It wee required to open 100 now branches, 23 per een being at place* 
•elected by the Government. 
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For instance, it was wot allowed to make loans for more than 0 
months, or against i mmovable property, or its own shares. It was 
also debarred from dealing in foreign exohange business except for 
the bma fide needs of its clients. It could not lend money on per* 
sonal security unless two independent persons or firms guaranteed 
the loan. 

Constant complaints on the basis of unfair competition were 
made against the Bank, The presence of vast Government interest- 
free funds in its coffers was supposed to enable it to offer very low 
rates to the public and thus undercut other banks. Such charges 
were not wholly true because the Bank could attract large deposits 
at low rates of interest due to the high liquidity of its assets. It 
allowed no interest on current accounts. 

It was further asserted that the Bank discriminated against 
Indian firms and institutions in favour of Europeans. The major 
portion of its work, ever increasing in volume, was, however, carried 
On with Indians. 1 No less than 67% of its deposits were owned bv 
Indians and 68% of its advances were received by them in 1923 
That Indianization was not as rapid as desired while the direction 
and management of its affairs remained in European hands was a 
just charge. 

The most serious charge against the Imperial Bank was that it 
could not reduce the fluctuations in money rates in different places 
or seasons. This was, however, due to the splitting of banking and 
currency operations between the Imperial Bank and the Govern¬ 
ment of India. Due to this reason the call money and bazar bill 
rates varied a great deal at Calcutta and Bombay, At the same time 
the bank rate varied between 4 and 7 in different years. 

The main objective of a commercial bank is to ©am profits. 
The commercial character of the Imperial Bank could not possibly 
co-exist with its State-bank character. It earned high dividends by 
its commercial operations ; a true central bank would not have been 
allowed to do so, nor would it have entered into competition with 
ordinary joint-stock banks. Such operations carried on by a so-called 
State Bank are not conducive to efficient banking in a country. 

It must, however, be scad to its credit that it helped to spread" 
banking facilities all over the country. It opened 75 branches in 
places where no bank had any branch before. It willingly helped 
some banks in difficulty, e.g , the Alliance Bank of Simla, the Bengal 
National Bank and the Allahabad Bank. It served the important 
purpose of a Clearing House wherever it had a branch, thus facilitat¬ 
ing the settlement of cross accounts of different banks. 

20 Imperial Bank of India Amendment Ant of 1934 aid 
after. With the coming into existence of the Reserve Bank in 1937 
the Imperial Bank lost its status of a partial State Bank. The 
Government, however, still retained its power of nominating two 
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INDIAN ECONOMICS 


mv 

members on its Board of Directors, but the old restrictions on the 
bank's cperations were removed It could now freely deal in foreign 
exchange, open new branches wherever it pleased and borrow money 
outside India* It was also permitted to lend money against im¬ 
movable property* Because of its premier position in the Indian 
money market, however, it was selected to act as an Agent for the 
Reserve Bank of India on an agreed commission basis, which 
brought to it an income of several lakhs of rupees every year. Thus 
It feas vast resources and offers rediscounting and the like facilities 
to other commercial banks. It is the leader of the money market 
.and as such has maintained a higher ratio of cash to its deposits 
than other scheduled banks, which is one of the main reasons for 
its premier position. Because of this and other reasons there has 
been a loud demand on the part of the public that restrictions should 
be put on the operations of the Imperial Bank or that it should be 
nationalized. In the next paragraph we shall discuss the implications 
of these demands. 

At the end of April, 1950, the total deposits of the Imperial 
Bank, including reserve and capital, amounted to Rs. 260 erores, 
while its investments m Government and other authorized securities 
were Es. 104 erores and its advances Re. 112 erores. Against this it 
held cash amounting to over Rs 30 erores. Thus the percentage of 
cash to deposits came to 12%. 

21. Imperial Bank’s Privileges Criticized- There has been a 
great deal of criticism in the country against privileges accorded to 
the Imperial Bank under the present system This criticism is 
partly political, being a carry-over from the times of the British, and 
partly it is the result of genuine apprehension felt by the banking 
•community due to the past policy and practices of the Bank. It is 
argued that it is wrong in principle to entrust to one commercial 
bank the whole of Government cash work and currency chests as 
It creates a powerful monopoly which can disregard the interests of 
the public and other banks Either this monopoly should be strictly 
regulated or the Bank should be deprived of its various privileges 
and benefits, which it has continued to enjoy even after the 
inauguration of the Reserve Bank. It is suggested that the Imperial 
Bank of India Act should be so amended that the appoint¬ 
ments of the Managing Director and Deputy Director shall be 
subject to the approval of the Government and that the Government 
officer on the Board of Directors should have the power to ask for 
the postponement and review of questions having a bearing on the 
national policy of the Government. At the same time the representa¬ 
tion of the Government on the Central Board of Directors should be 
made effective enough to mould the Bank's policies, but not interfere 
in its day-to-day working. 

Another point of criticism against the Imperial Bank is that 
Its present organisation is highly bureaucratic and that its Executive 
is m a position to control the election of Directors, as it is 
-authorised to execute proxies on behalf of the share-holders. 'Again 
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it i« argued that during its 30 years’ life the Bank has allowed very 
few of its higher pests to be occupied by Indians. 

22* Recommendations of the Rural Banking Enquiry Com¬ 
mittee All these points of criticism have been thoroughly con¬ 
sidered by the Rural Banking Enquiry Committee (1950) who m 
their report recommend :— 

1. that the power of executing proxies on behalf of share* 
holders should be deleted from the Imperial Bank of India Act; 

2. that as the special privileges enjoyed by the Bank are not 
justified, either the banking monopoly should be strictly regulated 
by the State or the Bank should be deprived of the cash work and 
other special privileges enjoyed by it; 

3. that there should be a rapid progxess of the Indianisation 
of the offic er cadre. An assurance has been given that this would be 
done hv 1955 ; 

4 that as there is no unfair competition with the other banks 
the Imperial Bank should continue to retain its commercial 
activities and that the existing restrictions were quite sufficient; 

f> but that steps should be taken to enable all banks to remit 
funds through treasuries at cheaper rates, so that the Imperial Bank 
did not obtain an advantage over them, because of its being Custo¬ 
dian of the national Stocks of currency. 

The Committee opine, “The role wc envisage for the Imperial 
Bank in the banking and treasury systems of the country is primarily 
that of an auxiliary to the Reserve Bank/’ 

23. Should the Imperial Bank be Nationalised ? The 

Imperial Bank has been acting as an agent of the Reserve Bank 
a 11 over India. It is n vast institution with a huge network of 
branches (3fi7 in the Indian Union and 84 abroad in 1950) 
Taking this into view and the many complaints against it, as 
well as the fact that the Reserve Bank has been nationalised, 
the Government considered .he question of nationalising the 
Imperial Bank in 1948 and categorically accepted the principle 
of nationalising it some time in the future. . But since the Bank 
had a large number of branches outside India, various political 
problems connected with such a step cropped up ; therefore, 
for the time being its nationalisation was postponed. The Govern¬ 
ment promised that compensation would be paid to the shareholders 
on a similar basis as laid down for the Reserve Bank, if and when 
the Bank was nationalised. They also gave a positive assurance 
that there was no intention to nationalise the other commercial 
banks. 

It would be a pity if the Imperial Bank were divested of all 
its commercial functions when it was nationalised, specially when 
it has done useful work in many directions, such as rediscounting 
of commercial paper and foreign exchange business through its 
branches abroad. We are of the opinion that the institution should. 



€18 


INDIAN ECONOMICS 


foe kept &l?ve to serve the monetary interests of India. The best 
plan would be to organize it in such a way that it combines 
commercial banking with central banking, but in two separate 
departments, 

24. The defects in the Indian Money Market and the Need for 
a Central Bank Organization, (a) The Indian money market was a 
Joa*e conglomeration of banking units without any connecting 
links. The moneylender and the indigenous banker had nothing to 
do with the commercial bank. Co-operative credit was a unit 
entirely apart from the money market in the country. The Exchange 
Banks, in addition to having a monopoly of the financing of the 
foreign trade were “poaching” on the preserves of the joint*stock 
banks. The Imperial Bank derived immense benefit from its con¬ 
nection with the Government but was in no sense a Bankers’ Bank. 
It competed with them and declared high dividends. In fact it was 
a case of each for himself and the devil take the hindmost. There 
was no cohesion in the banking system. 

(b) The lack of a bill market m India made the smooth work¬ 
ing of the credit mechanism impossible. There was a great defi¬ 
cit ncy of good bills in which the bank 'ould invest surplus funds. 
Besides, Bazar Bundis were not w ell-grounded and were not uniform 
in character. They were rarely supported by proper documents 
like bills of sale and title. The Imperial Bank was not a co-oidma- 
ting but a competing unit; hence the jomt-stock banks were chary 
ol rediscounting bills with it Most of the transactions in India were 
concerned with agncultura pro luce but agricultural bills weie an 
impossibility without sufficient warehousing facilities. The complete 
lack ti co-ordination of the money market combined with these 
other factors worked against the development of a propu bill 
market. 

(c) Further, cmreiuv arid banking m India were entirely divorc¬ 
ed, The Government was responsible for the former, but there was 
no automatic expansion or contiauion of lurreney. The movement 
of crops from npeountry to the ports needed large funds in the 
harvest season. This created conditions of tight money not xelieved 
by the Imperial Bank or the Government. The lack of elasticity 
m currency resulted m a wide disparity in the interest rates airrent 
in different parts of the year. The range of interest rates from place 
to place was also great. The bazar bill rates at Calcutta and 
Bombay diverged widely. 

(d) In their capacity as currency authority the Government 
had to keep the foreign value of the rupee stable.' Even their bona 
Jlde actions in this connection w ere looked at askance by the public 
and aroused criticism. 

(e) Tho credit side ol banking was m no better state. Dr. L. 
C. Jain wrote in 1933 4 : “The banking rebources of the country are 

i. JUr. L. G. Jam— A Metervs Bank for India , p, 21. 
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scattered with no mechanism for their mobilization.” The multiple 
system of reserves was not conducive to confidence and security. 

The only mechanism that could remedy these defects in the 
credit and currency of the country was a Central Banking Agency. 
Hence there was an urgent need for its creation in India. 

Bor a long time a controversy raged in the country whether 
India should have a State*owned bank or a private shareholders* 
bank. The main essential was that the new institution should he 
free from the incubus of party politics as well as the machinations 
of capitalists It should be able to control both credit and currency 
efficiently Nor should tall dividends be its mam objective, otherwise 
it would command no confidence in the banking world. After two 
abortive efforts in 1927 and 1928, the case for the establishment 
of a Central Bank was again brought to the forefront by the 
emphatic recommendations of the Central Banking Enquiry Com¬ 
mittee In 1934, a shareholders’ bank was accordingly brought 
into existence by the Reserve Bank of India Act. 

25* Constitution of the Reserve Bank of India. The Reserve 
Bank was started as a shareholders’ bank with a share capital of 
Rs. 5 crores divided into shares of Rs. 100 each, all fully paid- 
up. The'whole of the cipital was owned by private shareholders 
except of the nominal value of Rs. 220,000 allotted to the Central 
^Government. 

The shares were distributed among five circles : Calcutta, 
Bombay, Delhi, Madras and Rang >on. The nominal value of 
the shares alio tie I to Calcutta was Rs. 1,45 lakhs, to Bombay Rs. 
1,40 lakhs, to Delhi Rs. 1,145 lakhs, to Madras Rs 70 lakhs, and to 
Rangoon Rs. 30 lakhs. No person could be allotted more than five 
shares in the beginning, nor could a comp vny registered outsido India 
have any. No person not domiciled or ordmanlv resident in India 
was entitled to hold shares. It was later enacted (in 1940) that 
one person could not hold m his name, or jointly with others, shares 
in excess of a total nominal value of Rs 20,000. Five shares gave 
the right of one vote and the maximum number of votes possessed 
by a shareholder was ten. 

In spite of these efforts, however, the total number of share¬ 
holders went on steadily decreasing. As a result oi the concentration 
of shares in fewer and fewer hands, a considerable amount of voting 
power became frozen, thereby reducing the democratic character of 
the Bank’s constitution. 

Management The general direction of the affairs and business 
of the Bank was given to a Central Board consisting of 15 mem¬ 
bers, namely, (a) a Governor and two Deputy Governors appointed 
by the Central Government on the recommendations of the Board, 
(6) four directors nominated by the Government, (c) directors elected 
by shareholders, two each by those on the Bombay, Calcutta and 
Delhi registers, and one each by those on Madras and Rangoon and 
^{d) one Government official nominated by Government. 
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Pot each of the five areas 1 here was a Local Board consisting* 
of (a) five members elected by the shareholders from amongst them* 
selves and (b) three inembeis nominated by the Central Board out 
of the list of shareholders. The nominations were meant to remove 
any deficiency left by the elections by giving representation to unre* 
presented areas and in particular to agricultural and co-operative 
interests in the country. 

General Functions of the Reserve Bank. The Bank is autho¬ 
rised to transact the following business :— 

(1) To accept money on deposit without interest from the 
Central and Provincial Governments, Indian States, banks, local 
bodies and any other person ; 

(2) To purchase, sell and rediscount at a standard rate 
published from tim<* to time 

(a) bills of exchange and promissory notes drawn and payable 
m India and arising out of bona fide tranb*u lions, btaiuig 
two or more good signatures, one of which must be that 
of a scheduled bank, and maturing within 90 dajs from 
the date of purchase or rediscount , 

(b) bills, etc., drawn and payable in India tor financing seasonal 

agricultural operations or marketing of crops and maturing 
within 9 months from the date of pun base or nclkstoui t, 
and 

(c) bills issued or drawn for holding or trading m mc unties of 

the Government of India or Provincial Governments and 
maturing within 90 da} s. 

(3) To purchase hom and fc*ell to scheduled banks f*tailing w * 
amounts of not less than the value of Rs 1 lakh and bills of 
exchange (including treasury bills) drawn in or on any place in the 
TJ K. and maturing withm 90 days and to keep balances with banks 
in the U, K. ; 

(4) To make loans and advances to States, local authorities, 
scheduled banks and provincial co-operative banks, repayable on 
demand or on the expnv of a period not exceeding 90 da}s against 
trustee securities gold or silver, eligible bills of exchange and* 
promissory notes of a Scheduled or Provincial Go-operative Bank 
supported by documents of title to goods pledged to the bank for 
commercial operations c r for marketing of crops ; 

(5) to make ways-and means advances to Central and local 
Governments repayable withm 90 da^s ; 

(6) to issue demand drafts payable at its own offices or 
agencies ; 

(7) to purchase and sell Government securities of the U. K. 
maturing within 19 \ears of the date of purchase ; 

(8) to purchase and sell securities of the Central and Provincial* 
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Governments in India of any maturity within certain maximum 
limits ; 

(9) to borrow money for a period not exceeding 30 days from 
a scheduled bank in India or a Central Bank in any other country ; 

(10) to open accounts with or to make agency agreements with 
central banks in other countries, to act as their agents and to invest 
funds in their stares ; and 

(11) to perform all other functions usually performed by a 
Central Bank in any country. These functions are discussed below. 

26* Central Banking Functions of the^ Bank (a) Issue of 
notes. In the first place , the Bank has the sole right to issue 
bank notes in India from 1935 and in Burma from 1937. For the 
issue of notes the Reserve Bank maintains a separate department 
called the Issue Department, the asst ts of which are kept distinct 
from those of the Banking Department. In this respect it resembles 
the Brink of England. The assets of the Issue Department consist 
of gold coin and bullion sterling securities, rupee coin and rupee 
securities. Not less than 40 per cent of these must consist of gold 
coin and bullion or sterling securities, provided that the gold is at 
no time less than Rs. 40 erores in value at the rate of 8*47512 grains 
of fine gold per rupee which amounts to Rs. 21-3-8 per tola. Any 
deficiency in this form of assets has to be sanctioned by the Govern¬ 
ment and a specified penalty of not less than 6 per cent paid on it. 
During the war the Bank’s holdings of sterling securities went on 
mounting as more and more expenditure was incurred by the 
Government of India on behalf of the British and other Allied 
Governments for which payments were made in sterling. From 
Rs. 107*5 erores in 1939, the sterlir g holdings of the Bank rose to 
Rs. 1,034*33 erores in 1945 Thus the percentage of gold and sterling 
balances to total note issue 1 went up from 60 to over 93 during the 
same period. In 1950 this ratio fell to 56, as the value of rupee 
securities rose from Rs 38 erores in 1939 to Rs. 472 erores in 1950. 
At the same time the value of total notes issued went up from Rs. 
254 erores to Rs. 1,205 erores 1 Of the gold coin and bullion not lea© 
than 85 per cent must be held in India. 

The remaining 60 per cent of the assets may be held in rupee 
coins, rupee securities of the Government of India and prescribed 
bills of exchange payable in India, provided the rupee securities, do 
not exceed one-fourth of the total assets or Rs. 50 erores, whichever 
is greater. This proviso was amended by an ordinance issued in 1941 
so that the existing limit on the amount of rupee securities held in the 
Issue Department was removed. Due to needs of war finances the 
Government had to seek far greater accommodation from the 
Reserve Bank against Treasury Bills. The rupee securities stood *at 
over Rs. 174 erores in March, J943, but fell to Rs. 53 erores in 1945, 
while the sterling securities went up proportionately. 


1. Figures are for June ordinarily. 



INDIAN ECONOMICS 




(6) Regulation of Banking* In the second place, the Reserve 
Bank is required to regulate the banking system in the country. 
Every joint-stock bank that has a paid-up capital and reserve of 
an aggregate value of not less than Rs. 5 lakhs can be included in 
vSchedule 2 of the Reserve Bank and has to maintain with the 
Reserve Bank a minimum balance equal to 5 per cent of its demand 
and 2 per cent, of its time liabilities (cn which no interest is ad¬ 
missible) and also to submit a weekly return of its position in a 
prescribed from. Tn 1950, there were 98 banks in the second sche¬ 
dule inclusive of the Imperial Bank and 15 Exchange Banks. The 
joint-stock banks include what are sometimes styled the “Big Five” 
of India, namely, the Central Bank of India, the Bank of India, the 
Allahabad Bank, the Bank of Bare da, and the Punjab National 
Bank each of which has deposits of more than Rs. 5 crores and a 
network of branches all over India. The maintenance of balances 
with the Reserve Bank by these banks has centralized reserves and 
brought about the inestimable benefit of comparative liquidity and 
safety. 

The scheduled banks can get financial accommodation against 
approved securities. They can also rediscount with the Reserve Bank 
bills of exchange and promissory noies (t) which are (lraw r n and 
payable in India, (it) which bear two or more good signatures, 
one of which must be that of a scheduled bank, atid (in) 
which have a fixed maturity not exceeding 90 days exclusive 
of the days of grace from the date of their purchase or redis¬ 
count by the Bank. Bills drawn or issued for the purpose of hold¬ 
ing or trading in speefied Government securities can also be 
rediscounted if they, too, mature within 90 days. An exception 
is made in favour of sound agricultural bills, so far as the period of 
maturity goes, which m this case is allowed to extend up to 9 
months. A recommendation has been made to the Government to 
increase this peiiod to 12 months 

The Reseive Bank controls the credit policy of these member 
banks and through them of the other constituents of the Indian 
money market by raising or lowering its bank rate and by purchases 
►or sale of Government securities or other bills in the open market. 
The latter process is known as Open Market Operations. A lower 
bank rate would encourage rediscounting of bills with the Reserve 
Bank, thus increasing the cash with the joint-stock banks, and mce 
verm. Similarly, purchases of securities by the Bank m the open 
market would increase the cash in the money market and their sales 
would have the reverse effect, 

(c) Maintenance of the External Ratio. In the third place , 
the Reserve Bank is entrusted with the task of maintaining the 
external value of the rupee at Is. (Sd. sterling. To do this ifc is 
obliged to sell to any person, who pa^s the price in rupees, sterling 
not less than £10,000 in amount, for immediate delivery in London 
at a rate not t^low Is. 5-49/64d. for a rupee, and to buy sterling 
-at a rate not higher than 1*. 6 3/16d. for a rupee. Moreover, ifc has 
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to meet the Government requirements of sterling in London to do 
which it buys sterling from the scheduled banks by weekly tenders 
*or at an intermediate tap rate The Exchange Banks are enabled 
by this process to transfer their funds conveniently from London to 
India in the busy season. 

(d) Govern m ent Work* In the fourth place, the Reserve Bank 
has to perform the important function of carrying out the banking 
transactions of the Government which include the accepting ana 
holding of moneys for the Central Government, the Provincial 
Governments and approved native States free of interest . It has also 
to carry out their exchange and remittance operations and to 
manage the public debt on their behalf. 

The remittance facilities provided by the Bank are a very 
important feature of its operations. The Bank maintains funds at all 
branches of the Imperial Bank and at Government Treasuries 1,300 
in number, to provide these facilities to the banks and the public. 
These facilities were further extended and standardized in October 
1940. Under the new scheme the concession rate of remittances 
was extended not only to the public and scheduled banks, but 
also to those 76 non-scheduled banks and 5 indigenous bankers who 
fulfilled prescribed conditions and are on the approved list. The 
rates for different classes of remittances are as follows : 



! 

Up to Rs. 5,000 


Over Rs. 5.000 


Classes of Remittances 

1 

Rat© j 

% 

| 

Mini¬ 

mum 

charge 


1 

Rate j 
% 

Minimum 

Charge 



t 

Rs. 

A. 


Rs, A. 

P. 

X. 

Government, Extra Provincial 

1/16 

0 

4 

1/32 

3 2 

0 


„ „ Intra Provincial 

Nil 1 

1 

Nil 


Nil 

Nil 


2. 

General Public ... 

1/8 

0 

4 

| 1/16 

! 6 4 

0 

3. | 

Scheduled Banks 

1/16 

1 

0 

1 1/32 

t 2 

' 

0 

4. 

Approved non scheduled banks 
and indigenous b inkers ... 

1 

I '16 

1 

0 

1 

j 1/32 

3 2 

0 

6. 

Co-operative banks and socie¬ 
ties 

{ 1/16 

0 

4 

| 1/32 

3 2 

0 


In case of Telegraphic Transfers (T. Ts.) telegram charges are 
leyied in addition 1 


^ or total amounts remitted m India m current years see Statement. 
XXXV—Currency and Finance .Report 1947-48. 
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(e) Clearing Houses* In the fifth place , the Bank regulate* 
the Clearing Houses for the scheduled banks and thus saves move* 
ments of ©a&h from bank to bank The five most important clearing 
houses are at Bombay, Calcutta, Delhi, Madras, and Kanpur besides 
20 others. They are autonomous institutions and so far the Bank 
has not found it necessary to interfere with their working The total 
value of cheques cleared in the Indian Union alone during the year 
1949 came to Rs 63,21 crores against Rs. 66,69 crores in 1948 and 
Rs. 18,64 crores in 1938 for joint India, as compared with 
previous year. 

(/) Agricultural Credit Department. In the sixth place , the 
Reserve Bank has an Agricultural Credit Department with an expert 
staff, the functions of which arc (a) t * study all questions of agricul¬ 
tural credit and to be available for consultation to all banks and (6) to 
co-ordinate the operations of the Bank in connection with agricul¬ 
tural credit and its relations with provincial co-operative banks 
and commercial banks engaged in this business. Thus its duties 
are mainly of an advisory character and it cannot render direct 
help, 

Mr. M. L. Darling was asked to enquire into the working of 
co-operative institutions in 1935. His report indicates the manner 
in which the Reserve Bank could render help in agricultural finance. 
Since then the Reserve Bank has issued a Statutory Report (in 1937) 
supplemented by a number of bulletins. They point out the difficulty 
of persuading the money-lender to shed off non-barikmg business and 
adopt modern banking methods. They also suggest the reconstruc¬ 
tion of the whole co-operative structure in the country. “As for 
money-lenders, supplanting them is not possible, regulation of their 
business by laws is suggested,”* 

The Department has continued to study the problems connect¬ 
ed with the co-operative movement, land mortgage banks, debt 
legislation, regulation of money-lending, warehousing legislation, 
marketing and other cognate matters. The services of the Depart¬ 
ment are being utilised more extensively than before. The 
Department has published many brochures on co-operative movement 
in other countries e>g., Ceylon, Saskatcbewn, etc., as well as in 
selected provinces of India, namely, Assam and Bombay. 

The Department has taken steps to dispel the feeling among 
co-operators that the Reserve Bank’s attitude in the matter of 
accommodation to co-operative banks is not very favourable. As a 
result the Reserve Bank is being approached more frequently for 
help. Besides, the concessional rate of 1J per cent below the 
Bank rate permissible under section 17 (2) (b) and (4) (c) to co-opera¬ 
tive banks, is also being extended to advances under section 17 
(4) (a) subject to the condition that the credit is strictly utilised 
for seasonal agricultural operations and the marketing of crops* 
In addition, the Department has recommended to the Government 


1. Mur&njan, op , ett, p. *283. 
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an extension of the period of such loans from 2 months to 22 
months. 

1 

The Department submitted to Government a scheme for the 
establishment ol an all- India Agricultural Finance Corporation 
The Rural Bap king Enquiry Committee has recently considered 
this proposal as well as the proposal of the Gadgil Coihmittee (1946) 
for the establishment of State Finance Corporations to provide all 
types of credit suited to regional needs. These proposals have not 
found favour w'th the Committee as in their opinion “they would 
merely duplicate machinery, lead to the disintegration of the co¬ 
operative movement, and add to the cost of credit ” They hold that 
the co operative movement, backed by the Reserve Bank, should be 
able to provide financial assistance for the short-term needs of 
eo-opei*ators. The rest should be done by land mortgage banks. 

(g) Management of Public Debt In the seventh place, the 
Reserve Bank has to manage the public debt of India and to 
float and pay off loans on behalf of State Governments, India 
owed a total debt of Ra. 1,206 crores in 1938*39, ol which Rs 469 
e ores was sterling debt and Rs. 737 crores rupee debt* Now 
India’s public debt is almost wholly internal. The total public debt 
of India stood at Rs. 2,087 crores on 31st March, 1950, as against 
Rs, 950 crores in 1939 and Rs. 2,030 crores in 1949. This debt 
of Rs 2,087 crores comprised Rs. 21 crores of British War Loan 
(now suspended), Rs 13 crores Railway Annuities (for which an 
equivalent amount has been deposited with the U. K. Government 
who have undertaken to provide the necessary sterling as payments 
fall due), Rs 3 crores sterling loans, Rs, 17 crores dollar loans and 
Rs 2,031 crores rupee loans. The total interest bearing obligations 
of the Government of India stood at Rs. 2,513 crores at the end of 
1949-50 (revised estimates). They include balances in Provident 
Funds, Post Office Savings Bank, National Saving Certificates, 
Depreciation and Reserve Funds of the Railways, etc. Against 
this debt the Government held interest‘yielding assets^ representing 
productive investment of the value of Ra. 1,521 crores on 31st March, 
1950 or 60*5 per cent of the total interest-bearing obligations. A 
part was covered by cash balances. The rest of the obligations were 
cither uncovered or ‘covered’ by Government of India Securities 
held on treasury account. 

At the end of 1950-51 interest bearing obligations are expected 
to increase to Rs. 2,561 crores, public debt to Rs. 2,126 crores and 
interest-yielding assets, balances and securities to Rs. 1,795 crores. 

In 1938 India owed a sterling debt of Rs, 477 crores of which 
about Rs. 400 crores was public debt. Since then Ra. 433 crores 
of sterling debt has been repatriated, leaving in 1950 only Rs. 3 
crores of public debt, and Rs. 40 crores of other obligations in 
England, This onerous work of repatriation has been successfully 
tackled by the Reserve Bank of India. 1 

1. Report of Currency end Finance, 1949-50, paras 68*63. 
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(h) CoUection of Statistics* the Reserve Bank acts- 

as agency for the collection and dissemination of financial infor¬ 
mation and statistics* It submits to the Central Government 
a weekly account of its Issue and Banking Departments* Besides, 
it compiles, prints and publishes monthly Statistical Tables relating 
to Banks in India and an annual Report on Currency and Finance* 
The latest available balance-sheet of the Bank should be carefully 
studied by the student. 

27. Bank Rate. The Reserve Bank declares from time to 
time the standard rate at which it will rediscount bills of exchange 
or other eligible commercial paper. This rate has been 3 per cent 
since the inception of the bank and the war has brought about no 
change in it. Conditions of easy money have prevailed. The 
bank rate is a very important lever to control a money market. 
Other banks base their lending and rediscounting rates on it. It 
is also the rate at which they can get accommodation if they stand 
in need of funds. With the passing of the Banking Companies Act 
of 1949 the Reserve Bank has secured a direct control on the volume 
of credit which any bank can create m India. 

Deserve Funds and Dividends . The Reserve Bank is no divi¬ 
dend-hunting concern The rate of dividend to be paid to the share¬ 
holders was limited by Section 47 of the Act. The Reserve Bank 
paid only 3$ per cent dividend annually except in 1942-43 when it 
paid 4 per cent. The maximum rate of dividend that the Bank was 
authorized to give is 6 per cent The balance of the surplus profits 
was to be paid into the Government revenues provided that so long 
as the Reserve Fund was less than the share capital, not lees than 
R®. f>0 lakhs of the surplus, or the whole o( the surplus if lees then 
that amount, was allocated to the Reserve Fund. Now there is no 
question of paying any dividends to shareholders as the Bank has 
been nationalised and shareholders have been paid off. 

28‘ Relations with the Imperial Bank. The Reserve Bank 
has entered into an argeement with the Imperial Bank appoint¬ 
ing it as its sole agent for 15 years and thereafter, until 
terminated after 5 years' notice from either side, at all places 
in British India where the Imperial Bank had a branch in existence 
just before the opening of the Reserve Bank. The agreement would 
bold good only if the Imperial Bank maitained a sound financial 
position and the existing number of branches, in return for which 
it was to receive Rs, 9 lakhs a year for the first 5 years, Rs. 6 lakhs a 
year for the next five years and 4 lakhs a year for the last five. In 
addition, the Imperial Bank was entitled to receive a prescribed 
commission on the total transactions at the rate of 1/16 per cent for 
the first Rs. 250 crores and 1 /32 per cent for the remainder for 
10 years when the rates would be revised. 

In 1945, accordingly, the commission rates of the Imperial Bank 
were revised. A Government communique giving the new rates was* 
published in June of that year. It says that “the following rates 
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shall be adopted for calculating the commission payable to the* 
Imperial Bank of India on the turn-over of Government business for 
the quinquennium 1st April, 1945, to 31st March, 1950. 

On the first 150 crores at l/16tb of one per cent* 

On the next 150 crores, over 150 crores, at l/32nd of ore per cent. 

On the next 300 crores, over 300 crores, at J/64th of one per cent* 

On the remainder of the total of receipts 
and disbursements dealt with annually 
on account of Government by the 
Imperial Bank on behalf of the Reserve 

Bank of India ... ... at 1/128th of one per cent* 

The i evined rates of commission have been arrived at after 
expert investigation and are based on the acuial cost to the Imperial 
Bank. The spirit of the contract is that no allowance for any 
profit should be made to the Imperial Bank when it will be receiving 
its fixed aunual allotment of Rs. 4 lakhs during these five years. 

This Agency Agreement can bo terminated if a five years* 
notice is given by either party in 1950. Besides, the Imperial Bank 
is not permitted to open any branch in substitution for another in 
existence, without the previous approval of the Reserve Bank. 

29. Achievements of the Reserve Bank. The policy of the 

Reserve Bank since i s inception in 1935 has been generally 
directed on right lines and its achievements so far have been of no 
mean order as is clear from the following review : — 

(rz) The bank rate which used to vary between 7 and 9 per cent 
before the creation of the Reserve Bank was brought down to 3 
per cent in 1935 and has been maintained at that level. 

(0) The seasonal fluctuations in money rates have been elimi¬ 
nated, while the variations in different business centres have also 
tended to disappear. The main pressure of seasonal demand when 
the crops have to be moved down from upcountry fells on the 
Reserve Bank and it has been well taken. The inter-bank call 
money rate Jtias ranged between £ and £ per cent. 

(r) As discussed above, the Reserve Batik has introduced very 
cheap remittance facilities which have been widely availed of by 
the public, scheduled banks, the Government, and co-operative 
societies. 

(d) The bank has achieved a remarkable measure of success in 
the management of the public debt. It has repatriated between 
1939 and 1949 Rs. 439 crores of sterling debt out of a total of Rs. 469 
crores, funded the railway annuities and made ample provision for 
the payment of sterling pensions and furlough allowances in Eng* 
land. In addition, it has floated loans for the Central and Pro¬ 
vincial Governments at low rates. It has also provided ways-and- 
mSans expenditure through Treasury Bilk for the Central 
Government. 
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PUBLIC DEBT OF INDIA SINCE 1913-14 


(In erores of rupees) 


Year 

Sterling Debt 

Rupee Debt 1 

Treasury Bills outstanding- 

1014 

266 

180 

... 

1030 

469 

710 

46 

1049 

30 

2,378 

354 


(e) The Bank has kept tbe exchange value of the rupee stable 
Is. 6 d. in spite of very trying times. It has done valuable work to 

improve and develop rural credit in India and maintains a special 
department to render expert advice to Government regarding co-op¬ 
erative credit. 

if) As a banker’s Bank, it has at last succeded in piloting an 
excellent piece of legislation which gives it wide powers to regulate 
and control operations of scheduled, non-scheduled and foreign banks 
in the country. It has successfully tackled the manifold problems of 
war finance 'such as the floatation of loans, the repatriation of 
sterling debt and the administration of exchange control. 

(o) The Bank has done a good deal of research and has a depart¬ 
ment staffed by competent economists and statisticians whose work 

is proving useful to the country. The Bank is organizing a separate 
Balance of Payments division. It has also suggested to Government 
the < om relation and inteipredation of statistics of the national 
iuiome win, h ate an important indicator of economic activity. 

It also prints a monthly bulletin which provides a varied store 

of facts and figures regarding economic conditions m tbe country 

as well as valuable artu les on problems ol' the day. 

(h) It lias played a very important part in organizing the 
Industrial Finance Corporation as an agency for providing long-term 
finance to industry. 

Where the Bank has failed. To be of real value, the Central 
■ftanlr G f a primarily agricultural country like India, should throughly 
organize agricultural credit. The Agricultural Department of the 
Iieserve Bank of India has no doubt been functioning but its 
activities leave much to be desired. The relations of the Australian 
Commonwealth Bank and the Reserve Bank of New Zealand with 
the primary industries of these countries are worthy of its study 
and should prove inspiring examples. 

The constitution of the Reserve Bank was exploited to the 
limit during the war when sterling securities were used without 
limit as cover for the expansion of currency. 

The Reserve Bank has not yet been able to forge a link with 
the indigenous bankers so as to bear fruitful results nor has it 

1. It includes Post Office debt, Treasury bills, General Provident Li fe 
Insoranoe funds and all other miscellaneous obligations. See Currency an 
Piaeaoe Report. 
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provided enough credit facilities to the scheduled banks to avert 
crises. It has a’so not succeeded in creating a bjj$ market big 
enough to enable banks to invest their surplus funds profitably. Nor 
.has the Bank so far succeeded in the matter of securing for Indian 
joint-stock banks their due share in foreign exchange business. With 
a free India the opening of an Exchange Bank should be given 
priority. 

The Reserve Bank has not succeeded in keeping stable the 
internal value of the currency unit. This is admittedly an impor¬ 
tant function of a central bank. The reason for the failure of the 
bank in this direction is that the Indian money market was not one 
harmonious organism. Besides India was not a free country and 
the policy of the Bank was dictated in British interests. Thus 
while the D K. avoided inflation and higher prices, India supplied 
goods and was saddled with inflation and sterling assets The Bank 
was helpless and failed to cheek the inflationary spiral of prices in 
India. 

In spite of these lacunae, however, it has ushered in a new era 
of financial stability and banking reform and has helped joint-stock 
banking in India to weather successfully one of the severest storms 
in history—the wnr period of 1939-45. It can also be affirmed that 
its service potential is immense and one can look for great achieve¬ 
ments from it in the future more specially now that it has been 
nationalized, 

31. Nationalization of the Reserve Bank. The Reserve Bank 
(Transfer to Public Ownership) Act, 1948 By this Act the Reserve 
Bank of India was nationalized on the 3rd of September, 1948, and 
parsed into State ownership. The Bank was nationalized to ensure 
a greater co-ordination of the monetary, economic and financial 
policies. Under this Act— 

(i) All shares of the Bank held by the public were acquired by 
the Central Government from 1st January, 1919, by paying com¬ 
pensation at the rate of Tts. 118/10 per share, being the average 
market rate between March 1947 and February 1948 partly paid in 
cash and partly in the form of 3% promissory notes. 

(it) The constitution of the Central and Local Boards was 
amended so that all the directors were nominated by the Govern¬ 
ment. Of these one is a Government official, four represent the 
four Local Boards and six represent other interests. The Local 
Boards consist of three members each appointed by the Central 
Government. 

(in) Amendments were made in the Reserve Bank of India 
Act of 1934 to enable the Reserve Bank to hold in its Issue and 
Banking Departments not only sterling securities as before, but also 
foreign currency and other securities of a foreign country which was 
a member of the International Monetary Fund. This amendment 
became necessary in view of India’s membership of the I.M.F. and 
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the obligation laid on the Reserve Bank to buy and sell all foreign* 
currencies at perseribed rates. „ 

This act of nationalization has been criticized on the grounds 
that the Government has assumed complete powers for directing 
the policy of the Bank which will result in the Bank having to* 
obey the behests of whichever party comes to power at the Centre* 
On the other hand, it claimed that large-scale planning, on which 
the Government of India is embaiking, is not possible without a 
national institution. Besides, prominent countries like Canada, 
Australia, Britain, and France have taken their Central Banks into- 
State ownership. It is ver\ essential that there should be no clash 
between the economic policy adopted by the Government and the 
monetary policy of the central bank of a country. This rbk, though 
remote, was always there so long as the Reserve Bank was a privately 
owned institution. It has now wholly disappeared. The Bank 
could never have been given the vast power it has got by the Bank¬ 
ing Companies Act 1949, so long as it was a f,shareholdears’ bank. 
Its nationalization justifies the grant of such wide powers. It is 
all the same, extremely necessary that party politics should not 
interfere with its operations, nor should there be any interference 
with its day to day working. 

The new regime came into force on 1st January, 1949. 

32 Industrial Banking in India. We have discussed financ¬ 
ing of Industries m detail in a previous chapter. It has long been 
felt that industries in India cannot secure adequate medium and 
long-term finances. In England the system of under-writing by 
Investment Trusts and Issue Houses is m vogue. Germany and 
Japan have been financing their industries through syndicates of 
banks (called the Consortium in Germany). After securing reports 
from their experts regarding the future prospects of new ventures 
they invest funds in them temporarily till these concerns start opera¬ 
tion, and the shares are absorbed by the public. Besides, the banks 
do not use their short-term deposits for this purpose. 

Industrial banking was tried in India and did not succeed 
mamly because our banks locked a good deal of their capital in 
industrial undertakings and invested even their short-teim deposits 
in them. This method failed, hence the need to provide long-term 
finance to Indian industry has been an urgent necessity. To meet 
it an Industrial Finance Corporation was established in July, 1948. 
This Corporation has been giving assistance for rehabilitation or 
promotion of basic industries like machine-tools and chemicals. 
On 31st March, 1950, the (Corporation’s loans and advances stood at 
Rs. 3,15 lakhs. These were mainly given to large-scale industries. 
The Corporation has not helped the promotion of new concerns. It 
has given help only to existing industries. Some State Governments 
have set up industrial finance corporations, while some others are 
reported to be making arrangements for setting up similar institu¬ 
tions For instance, in Madras the Industrial Investment Corpora¬ 
tion was established in March, 1949, with a capital of Rs. 2 erores, 
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mt of which the State Government contributed Rs. 1*08 ©rores, 
and also guaranteed the share value and a minimum taxable dividend 
of $% per annum for 3 years. The Saurashtra Government also set 
up a similar Corporation in 1950 by an Ordinance with an authori¬ 
sed capital of Rs. 2 crores. Bombay, Bihar and U. P. are reported 
to b© making arrangements for setting up similar institutions. The 
activities of all such corporations should be co-ordinated with those 
of the All-India Finance Corporation and they should grant long¬ 
term loans to medium and small-scale industries, particularly to 
such concerns as ordinarily find it difficult to obtain loans on econo¬ 
mic terms. Without integration of this kind rational development 
of industries is not possible. 

33. Stock Exchanges Stock exchanges are a very useful 
institution. They encourage investment of capital in industries which 
are already operating We have, in India, two well organised stock 
exchanges in Bomba} r and Calcutta. The others at Madras, Kanpur 
and Delhi are not so prominent. Recently the Government has 
declared operations in futures in various commodities illegal. When 
passing such prohibitory legislation it should be noted that dealings 
on stock exchanges serve a useful purpose. They influence private 
individuals to invest their savings in industry. Capital which is 
proverbially shy in India, will be invested profitably only if there 
are a number of well organised stock exchanges in the country. The 
legislation enacted recently gives an opportunity to Insurance 
Companies, banks and other institutional concerns to invest their 
surplus funds in certain selected securities. This is another strong 
argument calling for stock exchanges. 

34. Savings, Investment and Hoarding. After attaining free¬ 
dom India lias decided to have a planned economy, strenuous 
efforts are being made to speed up the process of production. Capital 
is being borrowed from abroad to purchase machinery, equipment 
and technical ‘know-how* It is, therefore, all the more essential 
that all saving resources in the country, however humble they may 
be, should be tapped as far as possible. In view of the fact that 
there is so much individualistic economy in our agriculture it t» 
not easy to organize savings satisfactorily and collect them at one 
place. At the same time it is urgent that we should have at leaflet 
an approximate idea of our savings and what is known as hoarded 
wealth and what steps arc necessary to mobilize it. It has been 
estimated that these mass savings run into crores of rupees in rural 
areas, but means have to be created by which these savings can be 
put into the hands of the State. 

Savings depend on the difference between total production and 
total consumption in a country. Unfortunately the power to save 
is poor in India. The majority of zemindars till uneconomic hold¬ 
ings and find it hard to make both ends meet, leave aside saving and 
investing. The few who are lucky enough to be outside the pale of a 
deficit economy are improvident and save little for the rainy d.ty. 
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Whatever little is, however, saved in the villages is eoni&rted into 
silver and gold ornaments, for, either there are no banks in the 
vicinity to attract savings or the villager has not enough confidence 
to entrust his savings to a bank, 

Considering that India’s teeming millions run up to one-fifth of 
the population of the world, and that during the last four centuries 
and a half India has absorbed less than one-seventh of the total 
output of gold 1 , the charge that India is a sink for precious metals 
falls to the ground. India absorbs precious metals for art purposes, 
so do Europe and America, who consumed no less than 30 per cent, 
of the total gold output during the time that India absorbed a bare 
14 per cent, according to the above quoted authority. 

Hoarding was inevitable when life and property were not safe 
in India. Social conditions (like the dowry system) also enoouraged 
it. Circumstances are, however, changing and things in this 
direction have considerably improved in urban areas. These are 
no arguments for complacency as hoarding iB still very common in 
rural areas. Efforts should be made to provide opportunities for 
saving and investment and to discourage hoarding. The following 
steps might be helpful in this direction : 

(1) The Central Banking Committee was convinced that there 
was not much hoarding in India, but at the same time stressed the 
need for extension of deposit banking. Branches should be opened 
in places where no banking facilities exist rather than in big towns 
where a large number of banks are already represented. The man 
in the village has to be reached and his savings collected, specially 
now when all authorities are convinced that there has been a shift 
in income from urban to rural areas as a result of the high prevailing 
prices of food grains and raw materials. 

(2) Post offices should supply enhanced facilities to the small 
man. A more liberal rate of interest should be offered to tempt 
him to deposit his meagre savings. 2 If the facility of withdrawing 
money by cheques written in Indian languages could be provided, 
it would not only make the post office banks more convenient but 
would also provide a fine incentive for literacy. 

(3) A more active and intensive propaganda should be carried 
on to increase the number of women’s co-operative societies in the 
villages. This would tap a source but little exploited so far, Indian 
women are naturally thrifty. The inculcation of the habit of invest¬ 
ment among them w'ould more surely discourage hoarding in India 
than anything else. Joint-stock banks should open special depart¬ 
ments lor women which should be in the charge of lady assistants. 
Such a step would promote business habits among women and 

1. Mr, Joseph Kitchen in evidence before the Royal Commission on Indian 
Currency and Finance in 1926, 

2« This has been done leccntly, the i&te being raised from per cent to 
II per cent. 
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induce them to invest their money in the banks rather than orna¬ 
ments, 

(4) Education is the soundest remedy against all traditional 
uneconomic habits. The present system of education needs a 
thorough overhaul A knowledge of elementary economics imparted 
in the local languages at the matriculation stage would also help 
matters. Lectures arranged under the auspices of Bankers* Insti¬ 
tutes and Chambers of Commerce in different parts of the country 
and pamphlets would also be of use. 

35 Are Banking Facilities in India Adequate ? As we 

have seen, the banking system in this country consists of a large 
variety of institutions of diverse types. In a way this diversity 
is natural. India is a sub-continent with varying conditions 
prevailing in different regions. A sigle tyjve of institution cannot 
possibly satisfy the needs of people in different circumstances. 
Thus we have in this country organised banks of the modem type 
comprising scheduled, non-scheduled, co-operative «nd Post-office 
Savings banks spread ail over. The following table gives us the 
number of their offices in India in the beginning of 1949 :— 


Type A . 

Imperial Bank. 367 

Exchange Banks. 62 

Other Scheduled Banks. 2,484 

Non-Scheduled Banks. 1,781 

Co-operative Banks. 583 

Total Scheduled and Non- 

scheduled banks. 5,277 

Type B. 

Post Offices doing savings bank work. 9,465 
,, „ „ in rural areas. 6,401 


Banks of type A had 5,277 offices at 1,534 places. Of these 
the number of offices at places with population below 5,000 was 
only 237 and the number of such places only 171. The Imperial Bank 
has only 17 branches at places with population below 5,000 ; other 
scheduled banks at 66 such places ; non-scheduled banks at 121 ; tod 
cooperative banks at 33, while Exchange banks had no offices at 
such places. Now as regards type B, there were 26,760 post offices 
in 1049, out of which 9,465 offices were doing savings bank work, 
but only 6,401 were in the rural areas, covering only about 40 
per cent of villages with a population of 2,000 or more in the 
country. 

The question whether the development of banking facilities 
in the country has been adequate is not easy to answer, as we have 
to take into consideration not only the number of banks and their 
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offices but also their soundness, working conditions and the amenities 
they provide The following table gives us a comparative idea of 
banking conditions in some important countries :— 

Banking Offices, Area and Population—Comparative Figures 

for 1949. 


Country * 

Area in 
Square 
miles 

(Thousands) 

Population 
in millions. 

! 

No. of 
Banking 
offices. 

No. of 
offioes 
per million 
of popula¬ 
tion. 

Average area 
served by a 
Banking 
office m eq, 
miles. 

XT. K. 

89 

! 

50 

11,461 

229 

8 

u. a. a. 

,674 

147 

18,975 

129 

194 

Canada 

3,690 

13 

[ 3,323 

256 

U10 

Australia 

2,975 

8 

3,590 

459 

j 

827 

India 

3,221 

34 2 ! 

_ 1 

5,277 

15-5 1 

I 

231 


bource for all other countries, Rural Banking Enquiry Keport (1956) For 
India, calculations arc ba*>ed on tho Hanking Statistics published in the deserve 
Bank Monthly Abstraei of Stafcism s. 


Tins table shows that compared to some other important 
countries development < f Commercial banking m India hardly 
seems to be adequate, but the Rural Banking Enquiry Report 
rightly stresses that mere comparisons of area and population in 
relation to banking offices do not indicate the correct position 
because the development of banking facilities depends on the 
economic development of a country, the State of its agriculture, 
industry and trade and its national income and its distubution. 
India is an economically baekwaid country, and her total national 
dnidend low. Hence the per capita income of her people is very 
poor compared to that in other countries For instance the per 
capita income in India came to a bare Rs. 228 in 194b-47 with a 
price-index of about 300 for that year (Base 1939—100). As the 
vast majority of people have such small incomes they hardly need 
the facilities offered by banks. It may then be concluded that 
the present structure of banking facilities “could not be considered aa 
altogether‘inadequate’, if the expansion of the recent >ears were 
of a sound and progressive type, and the banking facilities weie 
evenly distributed all over the country.” 

Unfortunately expansion of banking facilities, as shown above, 
has been lop-sided during the war years. Branches were opened 
in a haphazard fashion without regard to costs and earnings and 
mainly to urban areas Out of a total of 5,277 banking offices to 
India in 1949, only 237 were in places with a population below 5,000 
The extension of facilities to medium sized towns, accessible to a 
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large belt of villages around would be of benefit, to rural areas, 
Commercial banks have so far found it impossible to go beyond Taluks 
or district headquarters or a few mandies with a few exceptions. 
The villages are generally served by Co-operative Credit Societies and 
post offices. We may thus conclude that banking facilities have 
not been adequately extended in the vast rural areas and much 
.remains to be done. 

Scope and Suggestions for Improvement Taking into view the 
vast size and varied requirements of different sections of the people 
in India it is necessary that all types of healthy banking activity 
should be encouraged and that every region should develop adequate 
machinery in conformity with local circumstances, traditions and 
ideas. Further development of banking is called ior in semi-urban 
and rural areas. 

According to tho Rural Banking Enquiry Committee the follow¬ 
ing are the impediments to the extension of banking facilitias in 
these areas : — 

(a) Agriculture, as organised at present in this country is “a 

defint” industry. Unless it is put on a sound basis, 
effective demand for banking facilities cannot develop. 

(b) Another difficulty in the way of rural banking development 

is lack of good communications. There are few roads and 
they are not all-weather ones. 

(c) Tho illiteracy of the rural population and their inability 

to handle pass-books, cheques, etc. retards devtlopment of 
banking habits. 

\d) The conservation and unwillingness of the rural people to 
entrust their funds to banks. Only time and literacy can 
correct this. 

\e) It is pointed out that since rural people who have savings 
can always lend their money in the villages at high rates 
of interest, the present low rates of interest which banks 
can offer will not prove attractive to them. 

{/) The opening by banks of new branches m rural areas is 
found to be difficult because of the high operating costs in 
relation to the earning capacity of such branches. 

t(g) It has been pointed out by the Imperial Bank and 
several other banks that agrarian legislation on the credit 
structure has proved a hindrance to the expansion of their 
activities in the country. These impediments can be 
removed in the following ways 

t. Assistance to banking institutions 

Facilities may be given for the easy and cheap remittance 
of funds from centre to centre ia order to collect funds in 
the rural areas. 
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(6) Arrangements should be made with the Imperial Bank 
as well as with Government treasuries and subdreasuries 
to convert and exchange notes and coins in rural areas. 
To achieve this purpose, the number of offices of the 
Imperial Bank should be increased and th© functioning of 
treasuries improved. 

(c) Facilities should he given to banks to keep their chests 

for safe custody in the strong rooms of treasuries and sub- 
treasuries, 

(d) A warehousing development board with funds contributed 
by the Central and State Governments, and th© Keserve 
Bank of India should be established for developing 
warehousing through loans and subsidies to banks or co¬ 
operative institutions. 

2, Special proposals regarding Co-operative institutions . 

At present co-operative institutions enjoy certain concessions, 
such as exemption from income-tax, stamp duties and 
registration fees, free audit and supervision by depart- 
mental agency, etc It is suggested that tiny should be 
given still more concessions to encourage their expansion, 
such as : 

(a) Facilities for remittance of funds thiough post offices at 
lower rates ; 

( b ) Permission to deposit bigger sums in post-oflu es, to with¬ 

draw a bigger maximum and more frequently per week ; 

(c) Appointment as authorised agents for sale of National 
Saving Certificates ; 

(d) Grant of subsidies to meet the cost of approved trained 
staff for places where no banking facilities exist at present. 

Co-operative hanks and societies should devote greater attention 
than in the past to the promotion of thrijl and collection of 
savings . 

3. Post-office Savings Banks are particularly suited to collect 
rural savings as they enjoy the confidence of the public 
and have a large net work of offices spread out in the 
country. Savings-bank work being only one of the activi¬ 
ties of a post office can be carried out economically* 
Hence the number of offices doing savings-bank work in 
the rural areas should be increased and the following steps 
should be taken to increase their usefulness :— 

{a) Post-office staff should take more interest in the promo¬ 
tion of savings-bank activity and in fact it should solicit 
accounts. 

(6) New jost-offices should preferably be opened in places; 
where there is a greater possibility of tapping rural savings*. 
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(c) Regional languages should be employed to a larger extent 

than at present in the rules, forms and notides used by the 
savings banks. 

(d) Systematic propaganda through various media is needed 
in the rural areas to popularise the use of post-office 
savings-banks. 

(e) Rules concerning withdrawals and payments to heirs and 

dependents on the death of depositors aTe too rigid and 
should be made more elastic. Opening of joint accounts 
and nomination of successors in case of death should be 
permitted. 

36. The International Bank for Reconstruction and Develop¬ 
ment. The world war was over five years ago and yet the need for 
rehabilitation is perhaps more desperate today than in any previous 
period of history. Political measures alone will not solve the 
problem unless accompanied by measures of economic reconstruction. 
The need for these measures has been recognized by the bobb¬ 
ing of a number of international conferences like the I. L. O. at 
San Francisco, the I. T. O. at Havana, and the Rretton Woods 
Conference and the creation of the International Monetary Fund 
and the International Bank. 

The Bank is meant to be the major instrument in the resto¬ 
ration of the economies of war-devastated nations and in the develop¬ 
ment of economically backward areas. Thus, it will create a basis 
for durable peace. It will grant Joans of long maturity to member 
nations with the object of (a) rt constructing economies destroyed by 
war and (b) encouraging the development of productive facilities 
and resources in less developed countries It will thus assist in 
bringing about a smooth transition from a war-time to a peace¬ 
time economy, as well as help “in raising productivity and the 
standard of living and conditions of labour in the territories of the 
member nations ” It will naturally give priority to credits for 
reconstruction of economies that have suffered great devastation 
from enemy action and occupation, but that does not mean that 
projects for development of backward areas will not receive equit¬ 
able consideration. Besides, the final settlement of the huge land¬ 
less© and reverse lend “lease accounts and the problem of the 
maintenance of equilibrium in the balance of accounts payments 
would also need long-term international loans. For these and of 
the equally important puropses of re-establishing world commercial 
relations on a stable multilateral basis the creation of an Inter¬ 
national Bank was urgently necessary. 

The total amount to be subscribed to the Bank by its present 
members is $ 7,670 million 1 ; of this only 10% was called up in 1946* 
Each nation was required to pay 3% of the initial demand in it® 
national currency, and the rest in U, S. dollars or gold. India’s 

W-r—-y .- 1t ,. r . i rr .. r . ... . | . ... __ _ . . , . | _ .. ; . , . f 

\* The total number of member countries was 4? and the total subscribed 
capital of the Sank rose to $8,330 million on 31st March, 1949. 
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total quota comes to $ 400 million. The quotas of some other 
-countries are : the U. S. A* $ 2,435 million, the tT.K. $ 1,000 million 
China $ 600 million, France $ 450 million and so forth. India’s 
initial contribution made by November 1946 came to $40 million, 
payable $8 million in gold or U. S. currency, $12 million gold and 
$20 million in rupees. It was thought that it would be beneficial 
if India secured the advantage of original membership of the 
International Monetary Fund and of the International Bank. 
Hence the Legislative Assembly having been dissolved in December 
1945, the Government of India promulgated an Ordinance to join 
the Bank. 

The Bank is to be a source of mutual assistance. It has enough 
cash funds and reserve to meet interest and amortisation on dollar 
obligations for a number of years. In need the Bank my call on its 
subscribers for the rest of the capital not originally called. The 
U S A/s share alone comes to an additional $ 2,500 million. The 
Bank can secure still more funds by selling bond issues to private 
investors. 

The Bank with all its resources will assist member nations in 
Utilizing their available resources—raw materials, transport facilities, 
fuel, power, plant, idle manpower, existing technical and managerial 
skills—so as to restore pre-war output levels. Its development cre¬ 
dits are mainly meant for the underdeveloped areas of the globe— 
mostly Asia, Africa and Latin-Ameriea—to create productive facili¬ 
ties w here they did not exist or else to expand existing ones, ft 
lends money to member nations as a business enterprise on a “good 
risk” basis. Thus it has given loans for long periods to various 
countries needing capital for development purposes. For instance, 
it advanced $ 34*1 million for electric power development in Mexico* 
Its first and biggest loan of $250 million was to France. The next 
lot of loans aggregating $253 million was for the Nether¬ 
lands, IXnrnark, Luxemburg and Chile. They are to be repaid 
gradually over periods varying from 6£ to 30 years and bear rates 
of interest up to 4\% including 1% commission to be credited 
into the Bank’s special reserve. 

Almost all the loans are in dollars as the goods needed to be 
purchased with the borrowed money are available in the U.S A. Mr. 
6.G. Hoar, the Vice-President of the Bank, came over to India early 
in 1949 to investigate into the genuineness of India’s application for 
a heavy loan for purchase of plant and equipment for her many 
multi-purpose projects and improvement of railway transport. 

Before the Bank advances a loan, it conducts thorough investi¬ 
gations, not only of the individual project concerned, but of the 
economic and financial condition of the country itself. It is not 
Content with documentary evidence but sends out missions to 
Investigate the problems at first hand. The Bank is not prepared 
to lend unless it is satisfied (a) that the overall econotuv of the- 
borrowing country was soundly operated and that both policy and 
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practice gave grounds for confidence that satisfactory conditions 
would be created at an early date, if the country "was passing 
through some difficulties ; (6) that the overall plans for reconstruc¬ 
ting or developing economy were conceived and were being worked 
out on lines which would reinforce and not upset the basic soundness 
of economy ; (c) that the project or projects within the larger 
programme which the Bank was asked to finance had been meticu¬ 
lously prepared technically and were financially and economically 
justified. 

It is of primary importance, therefore, that a developing 
country keeps a constantly critical eye on the soundness of its 
budget structure on the existence of a healthy and stable relation¬ 
ship between wages and prices ; on the effective utilization of its 
available resources of materials, transport and power ; on the flow 
of goods within its borders and the volume and character of exports 
and imports passing across them ; on the development of its 
balance of payments ; and on all the diverse aspects of national 
life which reflect the health of its economy. 

But Mr. Hoar assured the Government of India that the Bank 
was not so unrealistic as to expect perfection, but what it does 
expect to find is a realistic appraisal of facts and a determined and 
intelligent policy to move steadily forward to set right those features 
which are hindering the healthy evolution of its economy. He sug¬ 
gested that no commitment should be entered into for any project 
until (1) it has been proved to fit into the general pattern of sound 
development; (2) it has been proved to be necessary ; (3) it has 
been proved feasible ; (4) it has been proved capable of doing the 
job within the time-limits within which results are essential and more 
satisfactorily than any alternative ; (5) it has been related to other 
competing and complementary projects ; and (6) a balance has been 
struck and evaluated as to the benefits of employing competent 
consultants, contractors and engineers. The development projects that 
India has in hand were examined by the mission sent out by the 
International Bank, and loans of $ 34 million for railways, $ 10 
million for agricultural development and $18*5 million for the 
further development of river valley schemes were granted in Aug ist 
1949, September 1949 and April 1950 respectively. 

The International Monetary Fund and the International Bank 
are two independent institutions. The Fund makes advances for 
short terms to meet temporary disequilibria in the balance of 
payments. The International Bank, on the other hand, lends 
money on a long-term basis either for particular projects or 
generally for the reconstruction and development of a member 
country’s economy. 

The amount of the loans that the Bank might grant to a 
particular country was not governed by its share capital in the 
Bank. In 1948-1949 the I. B. R. D. paid more attention towards 
the development of backward areas as distinguished from recons- 
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Inaction of war-torn economies which objective kept it busy to 
the previous year. It may be mentioned, however, that the 
assistance they received was not commensurate with their size or 
needs. 

Further Readings Suggested 

1. Dadaeh&nji—Monetary System of India. 

2. Mur an j an —Mode :n Banking in India. 

3* Panandikar—Banking in India. 

4. Savkar—Joint Stock Banking in India. 

5. Sharma -The Indian Money Market. 

6. Raj—The Monetary Policy of the Reserve Bank of India. 

7. Mitra—Post-War Banking in India. 

8. N. P. C.’s Volume on Banking. 

9. Jain—Indigenous Banking in India. 

10. Keynes—Indian Currency and Finance. 

11. Report on Finance and Currency for 1947-48, 1948-49, 
and 1949-50. 

12. Report of the Central Banking Committee. 

13. Reserve Bank of India Bulletin-monthly numbers. 

14. Commerce (weekly journal). 

15. Reports of the Central Board of Directors of the Reserve 
Bank for 1947-48, 1948-49 and 1949-50. 

16. Statistical Tables relating to Banks in India, published in 
July 1950. 

17. Report of the Rural Banking Enquiry Committee, 1950 



CHAPTER XXVIII 

PRICES AND PRICE CONTROLS IN INDIA 

I. Importance and Complexity of the Price Problem. Price 

atudy is always a very complex problem. It is much more so in 
India due to its huge size and the great differences in the standards 
of living of its people. Even the Bombay and Calcutta price index 
numbers vary considerably. Only recently an up-to-date alMndia 
Index Number has been started by the Economic Adviser to the 
Government of India. 

The study of prices is very important from many points of 
view. They point out the prosperity or otherwise of a community. 
They enable the Government to assess land revenue and slide it up 
and down. They reflect the expansion or contraction of currency 
and mould Government control policy. 

2* A Historical Review of Prices — (a) Pre-Mutiny Time, Be¬ 
fore the construction of roads and railways in India prices were ruled 
by custom. There were severe fluctuations from year to year and 
place to place. As movements of commodities were difficult and 
costly, conditions of local production controlled prices. There 
might be plenty in one district while famine raged in an adjoining 
one. 

(6) Prices from 1860 to 1893. After the introduction of 
railways and roads the isolation of the Indian village was gradually 
broken. Custom and status, however, prevailed in the rural areas 
for a long time while competition and contract ruled the big towns. 
India came in contact with the world through international trade 
and world factors began to influence Indian prices which rose slowly 
and the index number went up to 105 in 1893 as compared to 100 
in 1873. 

(c) 1893-1913—Rapid rise in prices : The Datta Price Enquiry 
Committee, (1910). The slow rise in prices of the last decennium 
gathered pace in 1893. Previously prices <\f foodstuffs rose in 
famine years, but fell in years of good monsoons. Now they rose 
steadily without a fall and “there were famine prices, without a 
famine/* Mr Gckhale drew the attention of the Government to 
these abnormal conditions and attributed the rise in prices to the 
heavy coinage of rupees. Such a sudden inflation was bound to 
result in a general rise in prices. The Government, therefore, 
appointed Mr. K* L. Datta to make an enquiry into the causes of 
this abnormal rise in prices. The Datta Committee reported in 1914 
and inferred that the rise in prices was due to (a) general world 
conditions and (b) causes peculiar to India. 

Mr. Datta compared the rise in prices in India with that in 
some other countries and found that the rise was higher in India. 
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The rise in world prices was due to ($) shortage in the supply* 
of agricultural commodities with an increased demand for them* 
($f) increased supply of gold and currency, (Hi) development of 
banking and credit facilities and, therefore, increase in money in 
circulation and (it;) wars like the Russo-Japanese and Boer Wars 
which resulted in large-scale destruction of both consumer and 
capital goods. 

But the higher rise in prices in India, according to Mr. Datta, 
could be ascribed to certain special causes such as (i) decrease 
in production of food grains, which the committee thought was 
due to untimely rains, substitution of non-food for food crops and 
inferior land being brought under cultivation ; 

(ii) an increased demand for staple commodities due to 
increase in population and improvement in standards ; 

(iff) development in the means of transport, both railways 
and steamships, and a fall in freights ; 

(iv) and expansion of credit and banking. 

The Government did not agree with the view that the rise in 
prices was due to internal causes. They asserted that canal-irrigated 
area had practically doubled itself during these years ; therefore, 
there could be no shortage in food crops. They ascribed the rise 
in prices only to world factors and increased credit. 

The true facts of the case were that the rupee became a token 
coin in 1S93 and was no more melted. In addition the Govern¬ 
ment went on coining rupees freely. The total net addition of new 
coinage came to Rs. 100 crores from 1900 to 1908, and this was the 
main cause of the rise in prices—the quantity theoiy of money prov¬ 
ing itself. 

(' d) The World War , 1914-19 : Heavy rise in prices . Prices 
rose to unprecedented heights during the war years. The rise in 
prices during the war may be ascribed to the following reasons : 

(f) Increase in currency . The notes in circulation in India 
amounted to Rs. 237 crores in 1914, Rs. 265 crores in 1916 and 
Rs. 362 crores in 1919. The Government having a monopoly of note- 
issue financed their war needs by “artificial creation, of pur¬ 
chasing power” and “watering the paper currency. 1 ” Besides- 
currency, credit also expanded, as the banks gave loans to customers 
on the basis of-war loan certificates and Treasury Bills. 

(if) Decrease in imports. Imports of manufactures could not 
be maintained at the pre-war level. The destruction caused by war 
and the switching oft of labour to the production of armaments 
made that impossible. 

(in) Increase in insurance and freight rates due to insecurity on 
the sea led to further rise in prices. 


h Jathar and Beri ; Indian Economics, Vol II, p. 
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(in) BmWMions and controls over imports and exports kid by 
Government resulted in greater scarcities. 

The failure of rains in 1918-1919 .and 1919-1920 accentuate# 
the rise in prices which reached their highest level in 1920. 

(v) Prices from 1920 to 1929 Downward trend . The world 
boom in prices was followed by the inevitable downward trend, 
which was further helped by the policy of “Deflation” adopted by all* 
countries including India. Prices in India, the 17. IL, the U.S.A. and 
other countries moved downwards more or less parallel to each other 
but not very rapidly. 

(vi) Prices from 1929 to 1939. Great Depression of 1929-33, 
There was a collapse in prices of shares and securities in Wall Street, 
New York, in 1929 which set the ball rolling towards a slide in 
prices. The monetary and non-mcnetary causes of the slump in trade 
and fall in prices have already been discussed. 1 India was in a diffi¬ 
cult position. Her currency was tied to the apron strings of the U.K. 
at Is. fid. to the rupee, A Is. 4d. ratio would have given India 12J 
per cent, advantage in prices and exports. In spite of strong 
public opinion, the Government was adamant and stuck to the 
Is. fid. ratio The political disturbances in the country also worked 
against stability. Being an agricultural country India suffered more 
because the prices of agricultural commodities fell more than those 
of manufactured goods. In 1931 prices actually fell below the 1914 
level till they were lowest in 1934 when they were 87 against 100 
in 1913. Prices in manufacturing countries like the U.K. and the 
U.S.A. did not fall so low ; there they did not fall below 103. 

Effects of the Fall in Prices. Steep changes in prices are always 
attended by great evils. They cause social injustice, upset con¬ 
tracts and bring about panic. The fall in prices made the Indian 
peasant’s position extremely difficult. He forma the large majority 
of the population. If he is unhappy the whole country is unhappy. 
During the depression his income fell, but the land revenue and 
irrigation charges he had to pay were the same. Being on a con¬ 
tract basis land rents did not fall. The interest on money 
borrowed by him in the past could not change. Hence he could 
not meet his obligations and his position grew steadily worse. In 
this nspect the big zamindar was no better off than his poor" 
neighbour. 

The trader could not sell goods at a profit. His turn-over 
slackened for want of customers. This, in turn, affected the manu¬ 
facturer whose stocks accumulated and could not be disposed of at 
a profit. 

The fixed-salaried class alone prospered, but they form a very 
Small proportion of the total population. 

Customs and excise duties, income-tax and railway earnings $31 
fell off, putting the Government in a most difficult situation. Taxes 


1. See chapter on India’s Trade. 
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were increased all round and outs levied on saAies. Exports 
decreased and home charges could not be met. The exodus of gold 
from the country came to the rescue of the foreign exchange and 
saved the credit of the Government abroad. 

After 1934 prices started improving, except during 1937*38 
when there was a recession and a set-back. It was only 
in 1939 that prices finally started recovering in India and the world 
at the advent of the War. 

3, Prices during the Second World War, 1939 45 Just 
after the declaration of war, prices of both primary and manu¬ 
factured goods shot up. This was mainly due to the speculative 
activities of the “bulls” on the exchanges, for there was as yet no 
shortage in commodities. Things settled down after some time 
and the soaring prices tended to fall. Thus fifteen months after 
the outbreak of war, in December, 1940, prices were actually lower 
than in December, 1939. 

In 1941, prices were once again on the up-grade. The reason 
was that the U. K. had entered the Indian market of purchase of 
goods. Her purchases, on the one side, increased the currency in 
India, and, on the other, reduced the quantity of goods available 
and this naturally raised prices. 

December, 1941, saw Japan on the side of the Axi«. This 
brought the war close to the shores of India. Consequently in 1942, 
there was a heavy increase in the prices of all kinds of goods. By 
the middle of 1942, prices were exorbitantly high. Things were 
yet to grow tvorse, however, and in 1943 prices rocketed sky-high, 
bringing untold suffering and misery to the poor m India. 

Calcutta was the worst sufferer in this respect, being nearest to 
the field of battle. In Bombay also tendencies were the same though 
the rise was not so great. One interesting thing to note is that in 
World War II prices of manufactured goods did not shoot ahead 
of primary commodities as they did in World War I. 

In the beginning, the Government of India made no efforts 
whatsoever to check prices. In fact they did not think it proper 
to do so. They thought that both agriculturists and manufacturers 
had suffered greatly by the fall in prices during the slum years 
and should be allowed to reap some profit. Later in 1943 when 
the ruling prices were very high and when conditions of inflation 
had actually established themselves, the Government pat in efforts 
to control prices. By this time the food resources of Burma had 
boen lost to India. The food situation worsened and Bengal was 
struck down by a famine, “which stands out as a great calamity 
even in an age too familiar in human suffering and death on a tragic 
scale. Famine on a catastrophic scale had indeed faded from memory 
and was regarded by many (in India) as a thing of the past. In 
1943 an enemy generally thought to have been finally vanquished 
reappeared in full strength and its victims thronged in their thousands 
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the streets of llie greatest <5ity in India, Calcutta.” 1 Hundreds of 
thousands died of the accompanying epidemics of malaria* email-pox 
and cholera. But **only one section of the community suffered from 
starvation—the poorer classes in the rural areas.”* As the prices 
cose higher the poor who had scanty reserves found themselves i*h» 
able to purchase food grains. 

Gradually remedies and control measures discussed below were 
adopted by the Government of India to check the steep rise in 
prices, to regulate distribution, and to reduce purchasing power. 
At long last the measures took effect, and prices were checked m mid- 
flight, but only for the time being. 

TABLE 1 


Index No. of wholesale prices. 

(Base—Week ended August 19, 1939 = 100.) 


Year 

Agricultural 

commodities. 

Raw 

materials. 

Primary 

commodities. 

Manufictured 

article*. 

General 

index. 

1939 40 

127*5 

118*8 

124*2 

131*5 

125*6 

1940-41 

108-6 

120-5 

113*4 

119-8 

114*8 

1941 42 

124*2 

146*9 

132-5 

154-5 

137*0 

1942-43 

166*2 

165*9 

166*0 

190-4 

171 0 

1943-41 

268*4 

185*0 

232*5 

251-7 

236 5 

1944-45 

265-4 

206-0 

240‘5 

268-3 

244-2 

1945-46 

272 8 

210*1 

246 4 

240 0 

245 0 

1946-47 

314-0 

235*0 

2n0 0 

259*0 

275 0 

1947-48 

357*0 

264*0 

313*0 

288-0 

307*0 


The measures put into effect by the Government to achieve 
this comparative stability of prices after 1942-43 may be rapidly 
summed up as speeding up and collection of taxes, collection of the 
Excess Profits fax (E. P. T,j on a quarterly instead of a yearly 
basis, and sale of gold by the Reserve Bank of India on behalf of 
some of the Allied countries. Tne Cotton Cloth and Yam Control 
Order, the Hoarding and Profiteering Prevention Ordinance, the 
loan programme of the Central and Provincial Governments and 
the Small Savings campaign in rural India also worked in the same 
direction. Local manufactures wore encouraged, import licences 
granted on a more liberal soale, while more goods were released for 
civilian consumption. Food grains were imported into Bengal 
from Australia and from surplus provinces like the Punjab on a 
priority basis and reserves built up. Rationing of food, cloth, 
sugar, and other neoessaries was introduced in the big cities and t 
towns of India. In fact everything that could possibly be 
done to control prices and distribute goods rationally was done 
from 1943 onwards, but this was only after the harm had been done 
in Bengal 

At last in the closing months of 1943 the corner was turned 
and the rapid flight of prices was checked for the time being. The 

1 & 2. Woodhead—Famine Inquiry Commission Report* on Bengal Vol X. 
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all-India working class cost of living indices for some selected ffoeor 
like Bombay* Kanpur, Lahore, etc., also showed the same tendency. 

The end of the war in August 1945, however, did not relieve* 
the strain on India’s economy. Capital goods in India had been 
overworked and replacements were not available from abroad. There 
was great shortage of food grains and consumer goods, particularly 
textiles. Labour costs were still swinging upwards. Hence 
wholesale prices did not register a fall, but showed an increase as is 
evident from the figures in the table above. 

When we compare the trend of prices in India during the war and 
post-war years with prices in foreign countries we are at once struck 
with the great disparity. We see that India was the worst sufferer 
as her prices reached the highest levels. It a well-known fact that 
prices depend on the number of goods on sale and the quantity of 
money available. A comparative study of money-Bupply and 
prices tells us that the former increased m all countries, e,g , the 
U. K., the U S.A. and Canada, but the greatest increase in prices 
occurred m India. 

The cause of a higher rise in Indian prices was the huge pur¬ 
chase of goods made in India by the Allied Powers to prosecute the 
war. These purchases vastly increased in value in 1943 and resulted! 
in inflation. The millions in India went hungry and naked to supply 
the war front and got nothing but promises of future payment in 
the shape of sterling securities. Note cii dilation and demand 
deposits increased hugely m other countries too, but the rise m prices 
was kept down by controls and rationing of essential goods. Indian 
controls when imposed were not so efficient, therefore, the rise in 
prices was greater m India. The artificial fat tors engendered by the 
war did not disappear after it was over Adjustments, expected to 
operate automatically, when the war was over, did not do so There 
was still a gieat dearth of consumer goods and food grains m India. 
In spite of trade conferences, trade barriers did not disappear, nor 
were the defeated Axis countries and the war-devastated Allied coun¬ 
tries easy to rehabilitate. 

Just after the var was over, there was an improvement in the 
overall supply position Ihore were larger imports of consumer 
goods from the U.K There was a gradual repatriation of foreign 
troops which reduced the army’s demand for Indian goods Besides, 
some raw materials, stores, and machinery for manufacturing goods 
were imported from abroad. Puces should h>ve fallen, but supply 
of money went on increasing and prices could hardly be stopped 
from rising beyond the previous year’s level. The Economic Advi¬ 
ser’s index number of wholesale prices averaged 245 in 1945-46 m 
against 244 in 1944-45. 

Theie was a rising trend in tfio general level of prices m 
1946-47, which gathered momentum m 1947 48, reaching the very 
high figure of 307 at the end f ] ( >44 This situation was the outcome 
of the following economic forces •- 
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id) Monty supply spurted up. The notes in circukUon, which 
mounted to Rs, 11,63 crores at the end of 1946, increased to 
is. 12,83 crores at the end of 1948. This increase resulted in 
©banned advances by scheduled banks, which rose from Rs. 28$ 
rores to Rs, 42? crores during this period. The increased supply 
f money and credit created inflationary conditions and pressed 
gainst limited supplies of goods resulting in soaring prices* 

(fe) Deceit Budgets. Although the war was over, Government 
evenue and oapital budgets, especially the latter, had big deficits, 
'hay contributed to the rise in prices* 

(c) On top of these there was an overall decline in agricultural 
nd industrial production Estimated production of food grains in the 
ndian Union, including Hyderabad, which had averaged 43 million 
ons from 1942 to 1946 dropped to 40 million tons in 1947 and was 
to better than 41 million tons in 1948. This decline becomes all 
he more interesting by the side of a population multiplying at the 
ate of about 50 lakhs a year. 

At the same time* the output of major industries, such as jute 
manufactures, cotton textiles, cement, paper, matches and chemi* 
als, indicated a fall m 1947-48 as compared with the previous year, 
rhia decline was due to the inadequacy of raw materials and capital 
quipment, bottlenecks in transport and civil disturbances due to 
he partition of the country. Industrial unrest, which affected almost 
very industry in the country, aggravated the trouble The number 
f working days lost due to these disputes was no less than 16*6 
million man-days in 1947 and 8 million in 1948. 

(d) Import Controls . During 1948, India's balance of trade 
;rew steadily unfavourable, specially against hard currency areas, 
hie to heavy imports of foodstuffs. To fill up the gap in India’s 
oreign exchange payments, restrictions on imports of consumer 
:oods were necessitated. To make matters worse, salaries had to 
>e increased and dearness allownces paid to meet the higher cost of 
ivmg. This increased the purchasing power in the hands of the 
►eople and further stimulated inflation 

(e) At the end of 1947 the Government decontrolled various 
ommodities like food grains, pulses, sugar , cotton , cloth and parn, 
looking that hoarded commodities would come out, but, this 
measure added to the already high inflationary pressure on the 
conomy and resulted in a further rise in prices. 

The Economic Adviser's index number of wholesale prices 
riiich had stood at 293 in March 1947, went up to 341 in March, 
948. The Government realized that it had been a mistake on 
heir part to decontrol and de-ration food and cloth. Th<y started 
aking steps to re-impose controls. Thereafter prices gradually 
tarted falling till they fell to 370 m March, 1949 as compared with 
90 m July, 1948, 

4. Causes of the Abnormal Rise in Prices —Fluctuations in 
rices are brought about by many causes working together. One 
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cause cannot be singled out and held wholly responsible for the pre¬ 
sent rise in prices* We shall study all the causes, monetary and non¬ 
monetary, one by one, 

(a) Inflation. Inflation has been defined by a recent writer 
'“to consist in an enormous rise in the circulation of currency or 
legal tender, particularly paper money, backed purely by Govern* 
ment securities, created generally to meet current budget deficit*” 
Fresh notes are issued without being needed for business or trade. 
This condition was present during the war years. The expansion in 
notes in India during those years wee the direct result of purchase of 
materials and services made by the Brtish Government either for itself 
or on behalf of Allied countries. The British were so pre-occupied 
with producing war requirements that they were not able to pay 
back India in commodities—hence the accumulation of vast sterling 
assets to the credit of India in London. These assets helped to 
cover British budget deficits and worked towards keeping down 
British prices. 

After the war was over the sterling assets could not be 
released in sufficient amount to buy machinery and plant needed by 
India from dollar countries Tnub there was no fall in money 
supply. The disturbances in Kashmir and Hyderabad resulted in 
added expenditure and aggravated the trouble which took such all 
acute form in 1948 that the Government were constrained to can 
in for consultation various individuals and groups competent to 
advise in the matter. The findings of the independent 
economists were the least prejudiced and deserve consideration. 
They ascribed the present inflationary tendencies to the following 
causes 

(i) Continuous increase in currency. In 1949, the total value 
of notes circulating in India came to Rs. 11,91 crores against Rs. 179 
crores in 1939. In addition, total value of advances and bills dis¬ 
counted by scheduled banks was Rs. 444 crores against Rs. 126 
crores in 1939. The general price index in March, 1949, reached the 
high level of 370 against 100 in August, 1939. 

( ii ) Continued budget deficits during war years and after at the 
Centre and in most provinces. 

(in) Sudden ill-advised removal of controls on prices and dis¬ 
tribution of goods. 

(tv) Increase in active money due to conversion of capital into 
cash as a result of migration of population from Pakistan. 

(v) Additions to money supply as a result of support given by 
the Reserve Bank to Government Securities, 

(t?i) Pressure of money made in the black market and of income? 
^trying to evade taxes, 

(vii) Failure of Government’s borrowing and savings campaigns 

(viii) Increase m salaries and dearness allowances. 
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(6) Scarcity of oods. All kinds of consumer goods, both 
Imported md locally manufactured, were in short supply. 

(♦) Shortage of food supply in India . India has not been self- 
sufficient in her food supply for some years. She was importing 1§ 
to 2| million tons of rice from Burma, Malaya and Thailand 1 . The- 
occupation of these countries by Japan created a big gap in India's 
food supply. Besides this loss, there was a decrease in the produc¬ 
tion of food grains in India itself. 

In spite of this net gap in India’s average food supply, she had 
to export food grains to Iraq, the Bahreins, Ceylon and South 
Africa, y thus enlarging the deficit in food in Bengal and Bombay, 
and creating famine conditions there, This deficiency has since 
been aggravated by the partition of the country due to which the 
canal colonies in the Punjab and Sind went over to Pakistan. 

(it) Shortage of imported manufactured goods . There was a great 
fall in the value of India’s sea-borne trade in the third full fiscal 
year of the wur. This fall was greater in respect of her imports. 
The following comparative indices for the quantum and price level 
of imports from 1940 to 1943 are interesting. 

TABLE IP 
Quantum of imports 

(Haw . 1938-30-*100) 

1940-41 1941*4*2 :942-43 

Quantum of imports 8P3 74*2 37*6 

Decrease per cent ... —20*3 —8 3 —49*3 

Price level ... 126*7 153-4 192-9 

The figures show that imports of foreign commodities fell 
down to 37 6% as compared with the base year 193S-39. This 
extreme fall accentuated the problem and made consumer goods still 
more scarce. 

(Hi) Shortage of goods manufactured in India. A very large 
portion of production in India was diverted to war purposes. Steel, 
paper, textiles, loather goods, rubber and tea were being purchased 
in huge quantities either by the U. K C. C. 4 or through other 
agencies for British, American and Allied needs, leaving but little for 
the use of Indians. An idea of the huge foreign purchases can be* 
had from the sterling assets to the credit of India. 

Oores of Rupee* 

1. Sterling ae*eU held by the Reserve Hank. August 

1930 - U 

2. Sterling purchased by the Reserve Bank to end of 

March 1946 ... 044 

3. Sieiling payment* made by His Majesty's Govern¬ 

ment .. . 1.292 

Total Rs, 2,000 

L Indian Tr^de Journal ; Summary of Crop Forecasts. 

2. Annual Report for Currency end Finance, 1942-43. 

3. Ibid. 

4. The United Kingdom Commercial Corporation. ‘ 
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(e) Sepeculation and Hoarding . ^Speculation plays an important 
part in the fluctuation of prices even in normal times. It k 
supposed to help in the adjustment of prices ordinarily, but in war 
times there is a glut of it. It thus keeps back essential commodities 
from the consumer in the hope of further rises in prices, Mr. L. 
Nimenyi rightly calls the speculator, the hoarder and the gambler, 
“public enemy number one ” x Whether the hoarding is done by 
provincial governments, baniyas , banks or zamindars, the action i» 
equally criminal and amounts to blood-sucking of innocent people. 
Says llr. Nimenyi, 4< What about these cold-blooded gamblers who 
openly pride themselves to have cornered markets successfully 
and boast to have made crores out of nothing ?” 8 Speculation on 
margin was greatly responsible for the rise in prices in India in the 
days of war. 

(d) In a period of war, the psychology of the man in the street 
changes. Not only the speculator and the primary grower stimulate 
the increase in prices, but the ordinary consumer too, if ho is not a 
mere day-to-day purchaser of necessaries, lays in stocks as far as 
he can afford them and innocently gives a further upward push to 
prices and this is what happened in India in 1943. 

(e) Transport difficulties and maldistribution of goods . The 
movement of army personnel and equipment made tremendous 
demands on railways. The carriage of coal by rail, previously largely 
done by sea, laid an added strain on railways. The reduced supply 
of petrol, rubber tyres and motor lorries severely handicapped road 
traffic. It was, therefore, not possible to convey essential commodi¬ 
ties from surplus to deficit areas in sufficient quantities. In addition, 
full co-operation was not given by different provinces and the 
Ontral Government had yet to gain experience of thorough 
co-ordination. As a result hoarding, profiteering and speculation 
vuled. 

(/) Failure of Government Controls . All warring nations— 
totalitarian and democratic—put a “Blanket Control” on prices. 3 
The object was to make prices insensitive to additional currency 
needed for war finance. War loans were initiated to absorb the 
redundant money. 

It was not desirable to restrict agricultural prices in India in 
the early days of the war. 4 The Indian peasant had suffered severely 
from depressed prices after 1929 and he was to be allowed to 
recoup losses. In the last quarter of 1941, Government fixed whole* 
sale prices of wheat in the mandis in the Punjab and also appointed 

1, L. Nimenyi—War and Prices, p. 43. 

2* Ibid, p. 43. 

3. The V K. introduced full price control in July 1941, Canada in Nov¬ 
ember 1941, and the U S.A. m April 1942. Blanket control signifies the 
fixation of maximum prices and taking steps to smother the rise, if any, in the 
future. 

4. Second Price Control Conference, January 1940. 
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a Wheat Commissioner. Prices of cloth and yam also shot up In 
1042, three Price Control Conferences were held, hit extension of 
control of all commodities was not thought of. Due to lack of 
strict physical control over commodities a black market developed 
and wheat and other essential necessaries went into hiding. Wheat 
had to be decontrolled in 1942. 1 Sugar, kerosene and patrol were 
also controlled and they developed high prices in the black market. 
In 1943, the Government controlled cloth and yarn, and started a 
scheme of sale of “Standard Cloth** to the poor all over India at 
fixed prices. 

The Central Government did not make a success of their control 
policy in the early stages mainly because their methods were hap¬ 
hazard and unco-ordinated They fixed prices, but did not control 
the supply of commodities nor did they ration essential commodities, 

5. Meets of the Rise in Prices. Rising prices do not have 
the same effect on alll persons. The smaller the income and the 
larger the family, the greater is the hardship People with bigger 
incomes have to sacrifice only luxuries and comforts while the poor 
have to part with necessaries. In India the majority of people 
being poor, the suffering was accordingly greater. The Cost of 
Living Indices for working classes in some towns of India given 
below give an idea of the higher cost of living. 

TABLE III 

Working class—Cost of living 


Year 

Bombay 

nm^ioo 

Calcutta 

Aug. 1939 — 100 

Natrpur 

Aug. 1939 = 100 

Haptir 

Aug. 1039=100 


Food 

General 

Food 

i 

General 

Food jGeneral 

Food 

General 

1946 

317 

259 

360 

275 

282 ! 285 

364 

i 

328 

1947 

341 

279 

428 

309 

320 1 320 

424 

378 

1948 

348 

303 

451 

339 

379 | 372 

514 

471 

1949 

366 

307 

474 

347 

384 377 

538 

478 


Inequalities in income are greatly aggravated by the rise in 
prices. Let us discuss the effects of this rise on different activities 
and classes in India. 


1. Effects on Production , When prices are low a certain 
amount of rise encourages production but a steady and steep rise in 
prices results in a continuous rise in the cost of production. As a 

I- This ib the usual argument advanced against controls. lit~must toe" 
remembered that the failure of Government in controlling prices was due to the 
fact that their action was not systematic. The commodity of wheat should 
4mve been appropriated and rationed at the fixed price. 
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mult demand and consequently production decline after a certains 
stage. Thus it is seen that production has declined in India result¬ 
ing in a crisis. 

Inflation creates a false idea of prosperity. Each rupee the* 
business man gets, however, is worth much less in goods. Taxes 
are heavy. More money does not bring greater economic welfare. 

Inflation creates big contrasts of wealth and poverty. Only a 
few are prosperous, most of the people are not happy. 

2 . Effects on Labour. Due to a rise in prices and a higher 
cost of living the labourers are unhappy. The Bombay cost of 
living reached the high level of 307 in 1949 as compared with 100 in 
June 1934. So did cost of living figures rise in other parts of the 
country. There were strikes and disturbances Dearness allowances 
were given to keep labourers contented but they quickly became 
inadequate due to the rising spiral of prices. There was increased 
unrest resulting in disputes and strikes. This is the usual course of 
things. 

The position of agricultural labourors, in so far as they are not 
paid in kind, deteriorates. Their wages do not rise in proportion 
to the rise in prices. 

3 . Effects on Middle-Class People. They form the backbone of 
society, and are geneially educated. Most of them are employees 
either under Government or in business offices. Thus their incomes 
are fixed. They are the worst sufferers when prices rise. They are 
compelled to reduce their standard of living as they have not got 
encugh savings to fall back upon. A large percentage of their 
income is spent on clothing their families. This expense must be 
k<pt up for the sake of appearances, at the cost of their food, which 
suffers in quality. Even their savings and pTOvident funds 
deteriorate in value. Thus they are the worst hit. An intelligent 
Government must tackle their difficulties thoroughly, for out of 
them are born leaders who may prove dangerous to any stable 
Government. There is not the least bit of doubt that salaried-people 
are worst hit in India as the result of the present rise m prices. 

4 . Effects on Boarding and Black-Marketing. Rising prices 
always stimulate hoarding of all sorts of commodities including food¬ 
stuffs, Producers, traders and consumers*-all try to hoard. Some 
hoard for better prices and indulge in black-marketing, others hoard 
because they are afraid of higher prices and black-marketing. 
Government tries to curb these unsocial activities but their effort®* 
are ineffective so long as inflation lasts. 

We may conclude then that the industrialist, the speculator, 
the trader, the contractor, the business man, the landlord with a* 
surplus to sell, all generally profit enormously from rising prices. 
They suffer only if Government successfully controls their operation® 
and taxes their gains. But it is the consumer geneially, and tho 
man with a fixed income particularly, who stands to lose. He ha®- 
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either to curtail his standard of living or to eke out hk living Witt 
his previous savings* The Government servants are the worsthit 
as the dearness allowances they are granted stand no comparison* 
with* the rise in the cost of living. 

6* Remedies, (a) During War-Years. The Government of 
India at last realized the seriousness of the situation. They topic 
a wide range of remedial action as the year 1943 advanced, both on 
the side of reducing the money supply in the country and of increas¬ 
ing goods and distributing them better. The various steps may thus 
be epitomized :— 

(i) One effective method to curb prices from rising farther is to 
stop expansion of currency. If more and more money is put in 
circulation and strong controls are not applied to make it ineffective, 
prices are bound to rise in a spiral curve. The pace of British ^ 
purchases in India was at its maximum in 3943 and correspondingly 
so was note circulation. After that the additional notes put in* 
circulation by the Reserve Bank of India were at a slower speed. 

(it) The second remedy is to reduce the current money in 
circulation, ie. f to deflate. This is always a painful business but 
it can be achieved in the following ways :— 

(1) Tazation . Taxation had already greatly increased in India 
but more had to be imposed. The Indian economists in their 
manifesto suggested, “Taxation, in our opinion, should be raised to 
thehighest practicable pitch, adjusted to shoulders that can bear it.” 

The arrears of the Excess Profits Tax amounted to Rs. 100 
crores in May, 1943. An Ordinance was passed to realize them. 
Sales of income-tax certificates, in advance of the payment of the 
tax, further helped matters. 

(2) Compulsory Savings Schemes. Such schemes could be 
initiated to compel the zamindar, who was better off, to save more. 
Some provincial Governments decided to appoint canvassers in ©aoh 
district to induce people to buy defence Bonds and Certificates and 
thus withdraw about Rs, 10 crores from circulation. 

(3) Dearness allowances and higher wages were granted. This* 
was bad in principle as they only helped inflation and further raised 
prices. Instead, employers, including Government, should have 
retrenched in every direction and opened depots for sale of essential 
commodities to their employees at reasonable rates. Rationing 
should have been adopted. 

(4) Government efforts at borrowing in India did not meet 
with sufficient success. This was due to lack of confidence in the 
Government and to the presence of more attractive avenues of in¬ 
vestment from the point of view of returns. Confidence was later 
largely restored due to Allied successes. But until other forms of 

.investment were made less paying, Government loans could not have 
been heavily subscribed to. 
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la feet, all possible measures to put a stop to high profits, 
wages, dividends and bonuses should have been quickly put in train. 

(in) Check on speculation. Hedge contracts in cotton were 
banned. Dealings in futures in wheat and other primary commo¬ 
dities on Produce Exchanges were also prohibited. Forward deal¬ 
ings on margin basis on the bullion market were restrained by a ban 
on forward dealings in gold and silver. All possible measures were 
gradually adopted to put trade on a cash basis and to control the 
speculative element in prices. 

A Capital Issues Control Order was passed to prevent the 
growth of mushroom companies. As time went on, gaps discovered 
were filled and Government regulations strictly enforced. 

(iv) Price Controls. Partial control is worse than no control. 
It results in black markets by driving the commodity controlled 
underground. The Government fixed the price of wheat in the 
Punjab in 1942 without controlling its supply and failed. What was 
needed for success was “a blanket control of all prices/’ 1 i.e , fixing 
a ceiling to prices as well as acquiring physical control over it Only 
then could the extra purchasing power in the country be tied up. 
This was not an easy job in a vast country like India, especially 
when every province pulled its own way and every petty State had 

a policy of its own. The problem of food supply in India should 
have been treated as one single problem A comprehensive policy 
of co-ordination from the Centre was the only way to solve it Eater 
on, experience gained from the control and distribution of sugar, 
tea, etc., helped the Government in a solution of the urgent problem 
of food with growing success. 

( v) Transport. The main problem in India was not only that 
of deficit in food but also its proper distribution. Quick and cheap 
transport of commodities equalizes prices. Steady and equitable rate 
all over the country discourages hoarding for fear of higher prices. 
All possible efforts, therefore, were made to grant priorities to move¬ 
ments of food. In spite of all efforts, however, railways could not 
possibly do all that was needed of them. 

U'i) Increased production Mr. G. D Birla, a business magnate, 
was of the opinion that prices could be brought down with increased 
production of commodities Unfortunately, in India the supply of 
agricultural products is comparatively inelastic and that of manufac¬ 
tured goods, too, is limited by the supply of machinery and tools. An 
increase in commodity supply can, to say the least, be limited and 
cannot keep pace with expanding money. Hence, while making all 
possible efforts to increase the production of essential commodities, 
the monetary side should not have been neglected. 

To increase the growth of food crops in India, imports of ferti¬ 
lisers from the U. S. A , and American experts to train Indian culti¬ 
vators in scientific methods of farming and animal husbandry were 


1. Manifesto by Indian Economists. 
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suggested. Suitable Indians could also b© deputed to study foreign 
tmethods in actual practice* 

The area under food and non-food crops should have been 
planned and controlled. Mere propaganda campaigns like the “Grow 
More Food/* “Us© Dess Cloth/’ “Travel When You Must/’ either 
achieved nothing or overshot the mark* What was needed was a 
thorough centralized plan, carefully supervised and strictly regulated 
and that was not possible with an alien Government at the helm of 
affairs. 

(6) Post-war pears The war was over, but prices still went 
on rising. As noted previously, the Government grew highly 
pteturbed in 1948 and consulted different bodies including independ* 
©nt economists. They suggested the following remedies :— 

(a) Fiscal measures (i) Expenditure. There should be vigorous 
retrenchment. Unnecessary staff both at the Centre and in the 
Provinces should be dispensed with* Economy Committees should he 
set to work. Even expenditure on social, educational and welfare 
activities should be curtailed and only as much allowed as could be 
met out of current revenues. No grants should be made to Provinces 
unless absolutely essential and the Central budget balanced. Defence 
budget should be scrutinized and cut wherever possible. The refund 
of E P. T. should be postponed and all expenditure which was not 
immediately productive should be withheld In this connection it 
would be wise to postpone prohibition programmes and Zamindaxi 
abolition. Even Capital expenditure should be met out of genuine 
borrowing. In fact, not a pie should be spent unnecessarily. 

{%%) Taxation . Steps should be taken to realize the whole of 
the evaded income-tax. A graduated surcharge of income-tax 
should be levied on all incomes above Rs, 5,000. Business profits 
tax should be raised to 25%. Steeply graduated death duties were 
recommended. Income-tax on agricultural incomes and surcharge 
on higher limits of land revenue should be introduced everywhere. 

(in) Borrowing . Six-monthly and yearly Treasury Bills at 
slightly higher rates ot interest would be useful. Small savings 
should be encouraged as well as Bonds and Certificates carrying 
higher rates of interest. The Mahatma Gandhi Memorial Fund 
should be kept intact for the time being. 

( b ) Monetary Measures , The total value of notes issued by 
the Reserve Bank should be limited to the existing amount .with a 
margin of discretion to meet genuine variations in seasonal demands. 
All banks should bo required to hold Government securities to the 
extent of 25% of their total demand liabilities. 

(c) Controls . Capital issues for industrial enterprises should be 
made as free as possible, banking companies and investment trusts 
should b© carefully scrutinized* Imports of essential consumer 
goods should be given preference. But the imports of non* 
essential goods should not be allowed. Export controls should be 
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exercised with a view to implementing bilateral trade agreements 
required for securing imports of essential goods. 

It was essential to freeze all personal incomes such as wages,. 
salaries, and dividends above a certain fixed minimum. Undistributed 
profits should be invested in one- or two-year certificates. 

The Government must accept the responsibility of preventing 
prices of food grains from exceeding fixed ceiling prices. In urban 
and industrial areas, food grains should be distributed through ration 
shops- Steps should be taken for compulsory procurement of food 
grains and importing them from abroad. 

Control and distribution of cloth and yarn, paper, vanaspati, 
steel, cement, coal, etc., should be reintroduced. 

(d) Production A programme of production targets should be* 
laid down for each major industry. Small-scale and cottage indus¬ 
tries should be fully developed. 

Some of the above recommendations have been accepted while 
others are being implemented gradually. 

7. Price Controls. The man in the street in India 
supposed that with the cessation of hostilities in the world, the 
control on prices and the rationing of necessaries would automa¬ 
tically come to an end. His expectations were belied. The war was 
over but the controls continued. The reasons are obvious. Machinery 
in Indian factories was greatly worn out due to double-shift work¬ 
ing during the war. New machinery was not available either from 
England or the USA. The former was equipping herownfao- 
tories for a spate of consumer goods to be exported abroad. Such 
exports were urgently needed to correct her debt-ridden economy. 
The latter (U.S.A.) would not supply capital goods to India on credit 
nor did the British exchange India's sterling assets into dollars to 
buy them from the U.S.A. Thus sufficient imports of required 
machinery were not possible. On the other hand, there were large 
numbers of people in India simply lousy with money and prepared 
to spend it on goods which they could not buy during war time. 
Thirdly, there were vested interests which refused to release what 
they had. It is reasonable to conclude that controls would stay for 
a long period in such circumstances. 

The common experience in India has been that the moment 
anything is controlled, it simply disappears from the open market. 
It then makes its appearance in the black market and is sold at in¬ 
ordinately high rates The Government of India had no experience 
of price controls and were caught unawares by the advances of Japan 
in the east. The prices rose steeply and the Government tried to 
meet the situation by half measures. Besides, the E.P.T. had been 
imposed to win for the Government its share of the wealth won by 
the black marketer from the consumer. The Government control was, 
therefore, lax. The controlling staff was far from vigilant. It was 
also corrupt. Very few cases of breach of law were detected and those 
S 
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~tl*at went to coart usually foiled. If the guilty parties did happen 
to be convicted, the punishments awarded were, ridiculously low, 
In fact it was not realized that the black marketeer was the enemy 
of the people and deserved punishment for his sins. Nor did the 
public co-operate with the Government, The consumers hoarded 
and the dealers created artificial scarcities as much as they could. 
'The district authorities into whose hands the Government left things 
were often incompetent and inexperienced. The greatest fault of 
the Government lay in that their control was ineffective and weak. 
They controlled prices and not supplies. When ultimately the 
GentraJ Government started controlling supplies, the Provincial 
Governments refused co-operation and made profits out of the needs 
of the poor starving consumers. Thus these half-measures resulted 
in chaos and a merry black market flourished. 

Resources are limited in every country, more so in India, which 
depends for many types of manufactured consumer goods on foreign 
countries The scarcity is accentuated in war times when Govern¬ 
ment utilizes capital and labour in prosecution of war. On the other 
hand, demand increases, as most people have more than they ever 
bad before. If the rich are allowed a free hand and can buy all 
they need or fancy, very little would be left for the poor. In times 
of war an equitable distribution is a much more urgent necessity. 
Only rationing can achieve this. 

8. Rationing. When supplies are uncertain and insufficient, 
rationing is all the more essential. This was what happend to fopd 
supplies in India when Burma was occupied by the Japanese. The 
surplus provinces, like the Punjab, objected to being rationed. But 
as Mr. Kirby, the Rationing Adviser to tne Government of India, 
said, “Could a surplus food grain producing area today be in that 
fortunate position always V* The problem had to be viewed for the 
country as a whole. India was a single centrally-administered unit, 
If the United Provinces refused to give her sugar, the Punjab her 
wheat, Bengal her jute, and Bombay her cotton texttles, it would 
lead to chaoB and disorder. The U.N.R.R.A. (United Nations Relief 
and Rehabilitation Administration) could not be expected to help 
India if all possible economies had not been carried out within the 
country and all resources properly mobilized. 

The best way of rationing is to look on all people, rich and poor, 
as equal and to allow no discrimination whatsoever. This would 
avoid long queues, save time, discourage black markets and eschew 
much heart-burning. The special permit system, which resulted in 
eo much corruption in the distribution of cloth in India, should b( 
utilized only in the case of rare commodities which are not in uni 
versal demand or are too expensive for the common man. 

Rationing of one commodity, as a matter of course, leads to tfo 
rationing of others. Money saved in one direction, say cloth, wil 
be released for buying other goods, and to avoid a steep rise in the! 
prices the State would be ultimately compelled to ration those othe 
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goods as well Further, rationing involves a complete control over 
supply of goods and sometimes a monopoly procurement at the* 
origin. Once the State starts rationing it must honour the ration 
cards At the start the Government of India made mistakes due t& 
ignorance and negligence. They had no experience and no trained 
personnel. Experts could not be created to order. There was much 
inefficiency, a great deal of red-tapism and corruption on a large scale. 
This naturally disgusted both the honest bussiness man and the con* 
sumer. A proper organization builds up public confidence It is seen 
that rationing of food avoids waste. Every one feels that he should 
economize. There is a feeling that food is valuable and should be 
saved. Large parties are given up ; courses at major meals in 
restaurants and hotels are prescribed ; while numbers at marriage 
and other social functions are limited All this results in saving of 
food. Rationing avoids long queues, reduces black-marketing and 
makes the best of meagre resources. It compels people to save money 
and thus neutralizes inflation. It is due to successful rationing 
alone that prices have not risen to such heights in the West. 

Rationing, therefore, should have been continued as long as 
there was not enough food, cloth and other goods to go round in 
the country, it did not matter whether these goods were produced 
in India or imported from abroad. But the Government of India 
adopted a policy of decontrol in December, 1947. They fondly 
hoped that goods which had gone into hiding would come out in the 
open market and scarcities would disappear. They vainly appealed 
to the spiritual and partiotic instincts of business men and 
advised them to keep the prices low. They were mortified to 
see prices shoot up rapidly—the general price index number soared 
up to 390 m July 1948, against 298 in July and 302 in November 
1947. 

The Government revised their policy and introduced controls 
in food grains and cloth again to secure their distribution at rea¬ 
sonable prices. Rationing in sugar was not reintroduced till Sep¬ 
tember 1949, but in the meantime steps were taken to reduce its 
price. Measures were adopted to secure better distribution of essen- 
t al commodities like kerosene, iron and steel and cement. Prices 
oF cloth were controlled at a higher level but a certain quota of 
Indian mill doth as well as the whole of foreign imported cloth was 
left to be sold freely without permits. As a consequence of these 
various stepB prices started falling after July, 1948, and the general 
price index in March, 1949, came down to 307. 

9. Price# and Control# in 1949-50. Since Maroh, 1949 prices 
have been steadily on the increase till in August, 1950, they reached 
the peak point of 410. Many causes have been working towards 
this great inciease, some of which are mentioned below :— 

1. Vhe dt valuation of the rupee*, which took place in September* 
1949, created a tendency towards the rise of prices of American and 
other doliar area goods, as the rupee-dollar rate went up from Rs. 3*3 
Rs. 4*8 per dollar. 
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% Strict control was maintained on the import# of consumer* 
good# from &\l countries. Licences bad to bo taken out before bring¬ 
ing in such goods. As a'consequence prices went up./ , 

3, Another contributory cause towards the increase in prices 
was the Korean If or, which tempted the traders and business mem 
to hoard goods and sell them at high rates in the black market- It 
also tempted various governments to stock, pile essential raw 
materials and scarce goods and raised their prices, 

4, Still another factor, which pushed prices up was the 
political and economic friction between India and Pakistan . Kashmir 
was the political bon© of contention, which spoiled the relation* 
between the two countries. On the economic side, the non-devalu¬ 
ation of the Pakistan rupee, when India davalued her rupee by more 
than 30%, led to complete stoppage of trade between the two 
countries. This resulted in scarcity of raw-materials like cotton 
and jute, which in its turn sent up the prices of other primary and 
manufactured goods in sympathy. The NehrurLiaquat Pact 
improved matters to a small extent, but did not go to the root of 
the evil. 

The heavy increase in prices gave a headache to the Govern¬ 
ment of India, who appealed to the good sense of traders, business 
men and manufacturers, not to raise prices at the expense of helpless 
consumers. Such appeals, however, fell on deaf ears. The Govern¬ 
ment then resorted to coercive methods. They passed the Supply and 
Prices of Goods Ordinance in order to fix prices of some articles of 
consumption like razor-blades, infants’ foods, bicycles, cycle-tyres- 
and-tubes, etc. In addition they made a firm declaration of continu¬ 
ing controls over foodgrains, cloth, yarn, and sugar. They also went 
on with their policy of procurement of food grains and their distribu¬ 
tion on an equitable basis both in surplus and deficit areas. At the 
same time they proceeded vigorously with their agricultural develop¬ 
ment plans so as to make the country self-sufficient in food by 
March, 1952. 

We have made it quite clear that controls and rationing are a 
necessity, even though an unpleasant one, in times of war as well as 
in such times of peace when essential goods are in a deficit in the 
country. If controls over prices, rationing and equitable distribution 
of goods are not attempted, an open black market is bound ter 
prevail and send up the prices of such goods rocketing sky high. 
There is no doubt that controls are unpleasant and cause a good 
deal of mental and physical trouble, and if they are not operated 
honestly, there is also bound to be considerable inequity in dis¬ 
tribution The fact that they are not operated well is not a sufficient 
argument that they should not be put into force when goods are not 
in a sufficiency. No control of any kind, good or bad—as a matter 
of fact, no law, good or bad—can be a success, until and unhss 
co-operation from the public is forthcoming. To make controls 
successful, therefore, calls for officers, who are honest and uptight, 
and are imbued with a sense of social service. They equally urgently 
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call for consumers who refuse to buy In the black market, an<t 
traders and manufacturers, who resist the temptation of making 
undue profits in the black market. Only when these conditions 
prevail, can controls and rationing be a complete success. It is 
evident that self-denial calls for moral fibre of a high order. It is 
hoped, however, that experience in rationing, firmness on the part 
of Government and co-operation on the part of the right-thinking 
amon^ the public will improve matters in the future and make 
rationing a success. 

10. Price Policy. In order to determine the line of the price 
policy to be followed in India it is necessary to recapitulate all 
"that has happened in the field of prices so far in recent years. It is 
an admitted lact that the rise in prices has been mainly due to the 
pumping of notes into circulation during war and post-war years* 
At the moment we are not concerned with the causes of this 
primary pumping. All we are concerned with at the moment is 
to know that it has resulted in inflation. Now inflation is of various 
types and works in different ways. Let us study the inflationary 
position as it obtains in India. 

In the earlier stages of inflation, when prices are rising rapidly, 
we get what may be called ‘profit inflation*. Prices rise but costs 
<io not rise to the same degree and profits mount up Wages lag 
behind to a certain extent but the worst sufferers are middle class 
people with fixed incomes. If capital equipment is available and 
if there are no technical or transport bottlenecks, production in¬ 
creases and normal conditions are restored. If this is not possible 
due to any reasons, the situation gets out of hand and “galloping 
or spiral inflation’ * may iesult which may ruin the econorru of 
the country, as happened in Germany after World War I or more 
recently in China. If, however, the Government gets wise to the 
situation in time, and takes active steps to check the prices from 
rising further it may succeed in stabilising them at s >me higher 
level. After some time costs get adjusted to higher prices and we 
experience “cost inflation” instead of “piofit inflation”. 

Under “cost inflation” we may have both external and internal 
disequilibrium. The former results from the fact that the produce 
of the country cannot compete in the world market. Exports fall, 
imports either rise or continue steady and the balance of payments 
becomes unfavourable. Internal disequilibrium ensues from the 
fact that as costs rise, goods cannot be sr Id, profits fall, leading 
to a wave of unemployment. The middle class people suffer the 
most and if they are vocal and strong, a revolution may come 
about. 

The remedy is not easy. “Gollaping inflation” may wholly 
disrupt the economy of the country as in China. If prices are 
depressed too quickly mills and factories may close down leading to 
wholesale unemployment and a severe economic depression. 

A large-scale war inevitably leads to “profit inflation” followed 
by a cost inflation in almost all countries. The following table gives 
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the index numbers of wholesale prices in some important countries 
during the last 10 years 

BA.SE 1937*»100 * 


Country 

Wholesale Price. 

Oost of Living** 


1945 

1949 

1939 

1945 

1949 

XT. K . 

95 

155 

213 

103 

132 

, , U5 

U. & A. ... 

89 

123 

179 

97 

125 

165 

Krause 

105 

375 

1,812 

125 

436 

1,985 

Italy 

112 

2,203 

6,580 

100 

2,823 

*,990 

India 

95 

231 

378 

100 

222 

283 

i 


It will be seen that India is not as badly off as Prance or 
Italy. But she is very much worse off than U,K. or IXS.A, The 
U.K. did not allow inflation to spread through the ingenious use of 
of the device of “Sterling assets’’, through stern controls and wise 
rationing. The economy ofU.S A. is full of inherent strength, and 
her production capacity vast. All the same no country, however, 
wise or strong, has been able to reach the pre-war level of prices 
except when she either threw her previous monetary system over¬ 
board establishing a new one instead or deflated the old currency 
to a great extent. This method eliminates inflation no doubt but 
entails great hardship on the public, as previous savings are virtually 
written off. Obviously this drastic method is out of the question 
for India. We have, therefore, to accept the existing situation of 
high prices and take steps first of all to check prices from further rise 
and then to increase production and lower costs as rapidly as 
possible. The latter will automatically bring about a fall m 
prices. 

In order to achieve these purposes the Government of India, 
propose to take the following steps :— 

(a) To cut out deficit finance both at the Centre and in the 
States and to reduce Government expenditure as far as possible 
consistently with efficiency. It may be mentioned that the most 
important inflationary force in India has been the deficit financing 
of the Government mostly on capital account, amounting to no less 
than Rs. 507 crores during the 5 post-war years. Some of this 
outlay may have been for developmental projects but as they have 
not brought about any quick increase in wealth, the result has been 
inflationary tendencies. The Government has realised that this 
method of financing development may prove disastrous and has 
therefore cut out expense on a large number of long-term projects 


1* Source-Government of India, Ministry of Agriculture. 
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which bad been taken up either in the keenness to quickly estaMeW 
a welfare State in India or to serve ideological feds of influential: 
individuals, 

(6) To increase revenue as far as possible through taxation, 
direct or indirect. As taxation has reached a very high level already, 
so much as to discourage fresh investment from the middle classes, 
any further taxes should be levied only after careful consideration 
of pros and cons. 

(c) To produce more food, raw materials and consumer’s goods. 

To borrow loans from the public for development purposes. 

(e) To restrict banker edit so as to check speculative activities 
in the country, 

, (/) To stop prices from rising through strict rationing and rigid 
controls over essential goods. 

Some of these devices have been put into operation but in spite 
of efforts in various directions there has been no substantial fall of 
prices at any stage. Cost inflation prevailed and our exports started 
falling. This resulted in huge deficits in trade and led to devaluation 
of the rupee in terms of the dollar. This step undoubtedly corrected 
the balance of trade for the time being, but created a tendency 
towards higher prices. Our objectives may then be summed up as 
below ;— 

(а) To stabilize prices of all essential goods at present levels 
for the time being ; 

(б) To gradually reduce prices through increased production, 
but it should be noted that they should be stabilized at levels which 
always cover cost including fair wages, and leave the producer 
(both industrial and agricultural) a sufficient margin to maintain 
himself and his family at a reasonable standard of living ; 

(c) To give relief to the distressed middle classes in the country 
in oi^der to win their sympathy and active co-operation for over¬ 
all planning so urgently needed to rehabilitate the economy of the 
country on a sound basis. 



CHAPTER XXIX ' 

CURRENCY AND EXCHANGE 
1835*1925 

I. Introduction* To understand properly the present currency 
position in India it is necessary to trace briefly the Indian current^ 
history for the last hundred years. During this time India has had 
experience of silver standard, a gold exchange f standard, a gold 
bunion standard, and a sterling exchange standard* Throughout? 
the period, there has been an undercurrent of demand on the part 
of Indian opinion, sometimes also supported by high Government 
officials, for a full-fledged gold standard with gold coins circulating 
as currency. This ideal still rpm*.iita +rr4ip gmili tin d 
lities now are intimately bound up with the recent international 
currency developments, 

2* Establishment of Silver Standard (1835). The silver 
mono-metallism was established m India by the Currency Act of 
1835. Before that date, the silver rupee and gold mohur were 
current in Northern India since Akbaris time, and in the South gold 
was the principal currency. In addition, there was a bewildering 
variety of coins current in different parts of the country, when the 
East India Company came upon the scene 1 And it was their 
desire for a uniform currency system in th,e interests of trade that 
culminated in the passing of the Act of 1835. 

Under the silver standard, any one could take silver to the mint 
and could get it coined into rupees weighing 180 (11/13 fine) free 
of charge. Gold, however, did not entirely disappear from the field. 
The Act of 1835 authorized the coinage of gold coins if required 
by the public ; and a notification of 1841 authorized public treasuries* 
freely to receive gold coins (gold mohurs) at their face value, i. & , 
at the rate of 15 : 1 9 in payment of public dues. This notification 
was withdrawn in 1852, when large quantities of gold coins began 
to accumulate in the public treasuries, due to the fall in the price of 
gold The authorities kept to the policy of silver mono-metallism, 
in spite of agitation now and again in favour of a gold currency, up 
to the year 1893. 

3. Breakdown of the Stiver Standard. Difficulties began to 
arise in the working of the silver standard after 1874, due to ifie 
fall in the gold price of silver, which began about that time. The 
rupee being a fulj-bodied silver coin freely minted, its value (rate of 
exchange) in terms of gold (or sterling) fell with the fall of the gold 
Value of silver* The price of silver fell from 53d. per oz,, average of 
five years ending 1880, to 39d. per oz. in 1893 ; and correspondingly 


I* According to an estimate, 934 different gold and silver coins of vary¬ 
ing weights and fineness were current. J 
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the rate of exchange fell during the same periods from 20‘5dL to a 
r&pee to 14'9d. 

The fall in the gold price of silver was due partly to the greater 
supply of, and contraction in the demand for, silver and partly to 
the smaller production of gold, on the one hand, and the greater 
^demand for this metal on account of substitution of gold currency 
in place of Silver by a large number of European countries, 1 on the 
*other< 

The consequences of *hc fall in the value of silver were serious. 
It paid people to purchase silver cheap and get it coined into rupees 
from the mints. This led to a general rise in prices, due to the 
increase in the amount of money in circulation. The import trade 
also suffered, because more silver rupees were required to pay for 
Imports of given value in sterling. The trade in general, including 
exports, was also unfavourably affected due to the element of un¬ 
certainty regarding the rate of exchange. Moreover, the European 
officials in India demanded allowances to make up for the loss they 
suffered in meeting their sterling obligations in England. But the 
greatest problem that arose was in connection with the payment 
of what are called “Home Charges”. These are, as we have seen, 
payments made by India in the United Kingdom to meet salaries 
and pensions of British officers in Indian service there, her obliga¬ 
tions in connection with interest on sterling debt, prices of stores 
purchased, and shipping services rendered to India The fluctuating 
exchange introduced considerable amount of uncertainty in budget¬ 
ing for the Home Charges, besides increasing their burden in terms 
of rupees. As the Finance Member of the time pointed out, a 
fall of one penny in exchange would have meant a deficit of three 
croTes of rupees in the budget*, while a rise of one penny would have 
led to a surplus. 

Something had to be done. The Government referred the 
matter to a committee under the chairmanship of Lord Hersckell. 
The Committee reported in 1893 and recommended the closing of 
the mints to the free coinage of both gold and silver. This was 
done by the Coinage Act of 1893. and the silver standard was ended. 
The Committee also recommended that the rate of exchange should 
be provisionally fixed at Is. 4 d. 

4. Towards a Gold Standard. But what system was to take 
the place of the silver standard ? The Herschell Committee had 
proposed that “the closing of the mints against the free coinage of 
silver should be accompanied by an announcement that, though 
closed to the public, they will be used by the Government for the 
coinage of rupees in exchange for gold, at a ratio to be then fixed, 
say at Is. 4 d per rupee ; and that at the Government treasuries 
gold will be received in satisfaction of public dues at the same 

l»„ Germany and the Latin Union (Franoe, Switzerland, Belgium and 
I Italy). 

2. Herschell Committee Kep >rt, para. & 
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jrates/** Along with Act VIII of 1893, therefore, three notMc&tions 
were issued (N m* 2662-4 of 26th June, 1893), by which arrangements 
were made to give effect to these recommendations, 

As there was redundancy of rupees, it was some time before its 
value came up to la. 4d The Indian exchange fell to la. 31/3J& 
on January 23, 1895, after which date it rose steadily till in January 
1898, it reached the legal ratio of Is. 4d, 

In 1898, an Act was passed which authorized the issue of 
currency notes against gold received in England by the Secretary 
of State at the rate of one rupee per 7*53344 grains of fine gold* 
plus the cost of shipping gold to India. This gold was to bU kept 
in the Bank of England earmarked as a part of the Indian Paper 
Currency Reserve. The Secretary of State under a notification 
(January 21, 1898) announced his readiness to sell telegraphic 
transfers on Calcutta, Bombay and Madras, at a rate not exceeding 
la. 4* 15/32 d per rupee. 

“The object of the currency reforms of the 1893-98 was (i) to 
prevent a further fall in the gold value of the rupee, (it) to famili¬ 
arize the people of India with the use of gold without forcing it 
upon them, and (n*) to stabilize the rupee-sterling ratio at 1#, 4dL 
per rupee. Obviously these measures were both experimental and 
transitional. The ultimate aim was the introduction of a gold 
standard with gold coma an 1 rupees in concurrent circulation at 
a fixed ratio, the rupee being ieduced to the status of full Jegil tender 
token money ” 2 

When the actual rate of exchange, therefore, reached the point- 
fixed by law in January 1898, the Government of India asked the 
Secretary of State to terminate the period of transition, and submitt¬ 
ed a scheme lor the introduction of a gold standard. It was to 
examine this scheme that a committee was appointed under Sir 
Henry Fowler in April, 1898. 

Fowfor Committee . The Committee considered some other 
proposals besides the one submitted by the Government of India. 
One of these aimed at reopening of mints to the free coinage 
of silver. This was rejected on the ground that it would expose 
the Indian currency system to the same risks and uncertainties 
as were experienced during 1878-93 Then there was a scheme by 
Leslie Probyn and another by Mr. Lindsay. The latter scheme has 
a historical significance, because it was on the lines proposed in 
this scheme that the Indian currency system developed later. 
Both these schemes aimed at economizing gold. Probyn suggested 
a form of gold bullion standard, and Lindsay, what was 
later known as the gold exchange standard. The Committee 
rejected both the schemes on the ground that there was no pre¬ 
cedent in their favour and that orthodox opinion was against them*. 

1. Horscholl Committee Report, para, 156. 

2, H. L. Day in Economic Problems of Modem I^dia, YoL II, p. 219. 
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In the place of these schemes, the Committee favoured the 
ultimate establishment in India of a gold standard with gold 
currency; and to this end they proposed (i) that the British 
sovereigns and half-sovereigns should be made legal tender and 
current coins in India; (it) that the Indian mints should be thrown 
open to the unrestricted coinage of gold into sovereigns as in the 
three Australian branches of the Royal Mint ; (tit) that the rate of 
exchange should be permanently fixed at Is. 4 d. ; (iv) that rupees 
should be of restricted coinage and unlimited legal tender and 
should not be legally converted into gold, i.e. for internal purposes ; 
(t?) that gold from the reserves should be freely available in exchange 
for rupees whenever the rate of exchange tended to fall below the 
gold export point; ( vi ) that coining of fresh rupees should not be 
undertaken till such time as gold in actual circulation tended tc 
rise above reasonable proportions ; finally ( vii ) that the profits 
of rupee coinage should be kept aside as a special reserve called the 
Gold Standaid Reserve. 

5. The Evolution of the Gold Exchange Standard. The 

Government acepted all these proposals and started taking measures 
to implement them. The sovereign and half-sovereign were made 
legal tender throughout India at Rs. 15 to the £. Active steps were 
taken to open a mint for the coinage of gold in India, but the 
scheme had to be dropped in 1902 mainly because the British 
Treasury had raised technical difficulties. The Gold Standard 
Reserve came into existence in 1900 out of the profits of rupee 
oOinage when it was resumed that year for the first time since 1893. 

For implementing the recommendations of the Fowler Committee 
the currency offices were instructed to pass on sovereigns to the 
public as far as possible. The results, however, were unsatisfactory. 
The sovereigns and currency notes went to a discount as against 
the rupees “Special demands for rupees owing to famine conditions 
and the inadequacy of the supplies of the favourite circulating me¬ 
dium combined to aggravate the general monetary stringency. ,,1 

It was thus that the Government had to resume coinage of 
rupees in 1900 on a considerable scale This led to a recourse to the 
London silver market. The Act of 1898 was extended for a period 
of two years, “with the addition of a provision authorizing the 
use of the gold in the paper currency chest in London for the pur¬ 
chase of silver for coinage of rupees. Thus arose the London branch 
of the Paper Currency Reserve. 

As regards the gold reserve formed out of the profits of rupee- 
coinage, the idea of the Government of India seemed to have been 
to keep the gold locked up in a special chest in India. But the 
Secretary of State decided that it should be remitted to London and 
invested in sterling securities. It was held that it would be more 
useful in London where it would have to be used if an emergency 

1. Chamberlain Commission Report, para 25. 
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arose. The profits of coinage were thus remitted to London and put 
in a reserve called the Gold Standard Reserve. 

"Thus were created Gold Standard Reserve and Paper Currency 
Reserve (London branch) in London. 

In 1906 an Indian branch of the Gold Standard Reserve wa!s 
created which was to b© kept in the form of rupee coins. This was 
necessitated for meeting the demand for rupees at a short notice 
and was to be used to prevent the rate of exchange going to a 
premium over Is. 4d. This was created by holding the profits in 
the coinage of rupees in the Reserve in the form of rupees in India 
instead of converting them into sterling held in London* It was 
then that the name Gold Standard Reserve was applied to these 
two branches of the Reserve for the first time—one in India in the 
form of silver rupees and the other in London in the form of Sterling' 
securities. 

Upper Specie Point fixed. In the meantime another develop* 
ment had taken place. The practice of shipping gold from India 
to London (from the Paper Currency Reserve in India to the 
Reserves in London) was found to be needlessly expensive. This 
expense could be saved by the extension of the practice of receiving 
gold m London in exchange for rupees in India. In 1904, the Secre* 
tary of State therefore, announced his willingness to sell Council 
Drafts (called Council Bills) without limit at Is. 4|d.—the gold 
export point from London. Meanwhile silver was purchased in 
London out of these proceeds and sent to India to be coined into 
rupees. Some gold, however, still continued to come to India from 
Egypt and Australia, and had to be shipped to London time and 
again. To avoid this expense also, in 1905 it was decided to offer 
telegraphic transfers against sovereigns in transit from Egypt 
or Australia to India. 

Thus it was that the upper limit of the fluctuations of the 
Tupee-sterling exchange got fixed at Is. 4 £d. The exchange could 
not rise above this point as long as the Secretary of State waa 
willing to sell Council Bills at that price. The exchange, however, 
fell below the gold export point from India. But normally, India's 
balance of trade being favourable, such a contingency was regarded 
as extremely remote. 

Lower Specie Point Fixed , This contingency, however* arose 
in 1907. “The partial failure of the summer monsoon in 1907* 
and the general monetary stringency all over the world which 
accompanied the American financial crisis in the autumn of 1907* 
- caused the Indian exchange to become very weak. It fell to as low 
as 1^. 3*23/32d. on 23rd November. The exchange did not improve 
until the Indian Government agreed to sell telegraphic transfers anal 
later sterling bills on London the prioe of which was ultimately fixed 
at Is, 3 29/32d. the gold export point from India. In all, over £ 8 
million were withdrawn from the Gold Standard Reserve to ment 
these bills (later called Reserve Councils). 
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The net result of these measures—forced on the Government 
by cfr#unmt&noes^-was the emergence of a system usually described 
as the Gold Exchange Standard and not the system originally aimed" 
at and recommended by the Fowler Committee i e., gold standard 
with currency. 

6 * Main Features* The main features of the new system 
were:— 

(3) The internal currency consisted of the notes’&nd the rupee 
which, though a token coin, was also the standard of value. There 
were also small subsidiary coins which were limited legal tender. 
There were also in circulation sovereigns in a limited quantity. 

(2) The rupee was convertible into gold only for external 
purposes at the rate of ltld. to a rupee 

(3) The sterling (gold) value oi the rupee was regulated 
between la. 4(the upper specie point) and la. 3’29/32d (the lower 
specie point) through sale of Council Bills and Reverse Council Bills 
respectively. 

(4) To work this system two reserves were maintained, one in 
India mainly in rupees and the other in London in sterling. The 
Indian reserve was constituted by (i) the Indian portion of the 
Paper Currency Reserve ; (it) the silver branch of the Gold Standard 
Reserve ; and (m) the treasury balances of the Government. The 
London Reserve consisted ot (a) the London Bianch of the Paper 
Currency ; (b) The Gold Standard Reserve f and (c) the balances of 
the Secretary of State These reserves were created ior separate 
purposes, but in practice they were available for the support of 
exchange in the case of necessity. 

This system worked quite smoothly until it broke down during 
the Great War (1914-18) In the meantime it had received the 
approval of the Chamberlain Commission. 

7. Chamberlain Commission. The Chamberlain Commission 
was appointed in April 1913, under the chairmanship of Austin 
Chamberlain, to examine the mechanism of Indian currency and 
exchange and to suggest measures for its improvement. The 
Commission in their report (issued in February 1914) approved of 
the various measures taken by the Government to stabilize exchange. 
They were of the definite opinion that the gold exchange standard 
was not only workable but was eminently suited for India, because 
of the absence in this country of a well-developed banking system, 
and on account of its cheapness. Due to the hoarding habit of 
the people they considered a gold standard with gold currency, as 
proposed by the Fowler Committee, as absolutely undesirab e. They 
had no objection in principle to minting in India of sovereigns and 
half-sovereigns, if Indian people genuinely demanded them, and the 
Government were ready to incur the expenses. Among the minor 
alterations proposed m the system by the Commission were the 
prompt selling of Reverse Council Bills and the abolition of the- 
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silver branch of the Gold Standard Reserve. They also emphasized 
the need for maintaining adequate reserves of gold and sterling 
securities in London for the purpose of converting internal currency 
into external or international currency. Before the recommenda¬ 
tions of the Commission could be properly considered, the war broke 
out and threw the currency system into the melting pot, 

8 Breakdown of the Gold Exchange Standard. The First 
World War began in August 3914. It resulted in a general loss of 
confidence on the part of the people and there was a rush for encash# 
inant of notes and withdrawals of deposits from the banks. The 
exchange also showed signs of weakness. But soon the Govern¬ 
ment was able to restore confidence by providing adequate facilities* 
for encashment of notes and for the withdrawal of deposits from 
the savings banks. To support exchange Reverse Councils to the 
value of about £ 9,000,000 were sold. 

The real trouble, however, began in 1916 which ultimately led 
to the breakdown of the Gold Exchange Standard. For the sueeem 
of the system it was necessary that the Government should be able 
to maintain the stability of exchange This the Government failed 
to do, because an excessive demand for rupees arose at a time When 
the price of silver was rising to an unprecedented level. 

t The excessive demand fcr rupees was due to (t) excess of 
exports over imports. The increase in the favourable balance of 
trade was due to (a) falling off" in imports due to shipping difficult 
ties and other circumstances of war, and (b) stimulation of exports 
of account of greater demand fer Indian materials for war purposes 
on the part of Great Britain and her Allies ; 

(ft) demand for currency was further aggravated because of 
the need for making payments on account of troops engaged and 
supplies in the Eastern theatres of war ; 

(*n) futher, there was need for financing purchases in India 
on behalf of the Dominions, Colonies and America ; and 

(iv) as silver could not be imported to liquidate the favourable 
balance of trade on account of war-time restrictions, the demand for 
rupees was further aggravated. 

To meet this growing demand for rupees, the Government had 
to purchase silver at rising prices. From 27d. per oz., the price of 
silver rose to 43d in 1916. This price is significant, because at this 
price the rupee ceases to be a token (exchange value becomes equal 
to its bullion value). In 1920, the price rose to 89d. per oz. 

The rise in the price of silver was caused by (i) the shortage of 
supply, (n) heavy demand for silver chiefly for coinage purposes, and 
(Hi) depreciation of the sterling in terms of the dollar due to the 
unpegging of sterJing-dollar exchange in March 1919. 

The consequences of this rise in the price of silver on Indian 
exchange were serious. From August, 1917, the rupee ceased to bo 
a token coin. It paid people to melt it and sell it as silver. It wto% 
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therefore, not possible for the Government to purchase silver at 
the new rising price and supply rupees at Is. id* without 
incurring enormous losses. Moreover, the newly-issued rupee coins 
were disappearing from circulation due to their being melted by the 
people. 

On the 28th of August, 1917, the Secretary of Stats raised the 
rate of Telegraphic Transfers from Is. i\d. to I s, 5d. and soon it was 
announced that the price of the rupee would be changed according 
to the change in the price of silver. This was virtually the reintro- 
«duetion of the silver standard. 1 The rate of Telegraphic Transfers 
was thus raised from time to time until it stood at 2a. id . on the 
12th of December 1919. 

Some other measures taken by the Government to meet this 
situation were : 

(t) Control of Exchange . The Secretary of State limited the sale 
of Council Drafts from 20th December, 3916, to an amount varying 
between Rs, 20 and 120 lakhs. This was to reduce the necessity of 
paying rupees, 

(ii) Purchase of Silver. Import of silver on private account was 
prohibited and the Government made large purchases of this metal 
from the U. S, A, for coinage purposes. 

(in) Certain measures were taken to economize silver . The use 
of gold and silver for non-monetary purposes was declared illegal. 
The export of silver coin and bullion was prohibited. Two-and-a half 
rupee and and one-rupee notes were issued. Nickel pieces of small 
denominations were coined. 

(iv) The Government purchased all the gold that was imported 
and deposited it in the Paper Currency Reserve for notes to be issued 
against it. 

(v) Among the fi'nancial measures taken to meet the currency 
difficulties were additional taxation, curtailment of capital expendi¬ 
ture and extensive borrowing in India. 

In spite of all these measures—which were quite valuable in 
themselves—the Government was unable to maintain the exchange 
at an artifioal level and thus the Gold Exchange Standard broke 
-down. 

9* The Smith Committee. After the war was over a currency 
committee was appointed in May 1919, under the chairmanship of 
Babingfcon Smith. Taking into account the recent variations in 
the price of silver and the furture expectations in this respect 
the Committee recommended 2s. (gold) as a safe ratio which would 
keep the rupee a token coin. Other advantages claimed for the 
high ratio were (i) that it would cheapen imported materials and 
machinery. Exports, however, would not be discouraged because 
of the great demand for Indian produce in the world market owing 

a. Vakil and Maranjan ; Currency and Prices in India, p. 112. 
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•to shortage of materials and foodstuffs ; («) Government finanoea 
would gam because it would mean a saving of about Us. 12 crores 
In the Home Charges* 

In addition, the Committee recommended opening of a mint In 
i5ombay for the coinage of sovereigns and half-sovereigns for the 
public ; Removal of restrictions on the import and export of gold and 
?v^ er 011 Private account* They further recommended 
that the Gold Standard Reserve should contain a considerable pro¬ 
portion of gold and that 50 per cent, of the Gold Reserve should be 
xept m India. Mr. D. M. Dalai, the only Indian member of the 
committee, in his Minute of Dissent recommended hs» 4 i. as the 
Tatio and favoured the issue of two-rupee coins of smaller silver con** 
tent during the period of high price of silver. The Government 
accepted the main recommendation of the majority. 

10. The 2s. Ratio. The new ratio was adopted from the 2nd 
February 1920, when the Secretary of State fixed the price of one 

rupee at 11*30016 grains of fine gold. The 2 *. (go}d) ratio did not 
work long. It fixed the price of gold at Rs. 15-14-0 per tola when 
actually the market price of gold at the time was Rs. 22 - 8 - 0 . Hence 
it was impossible for the Government to supply, for long, sterling at 
a rate corresponding to 2a /gold) per rupee. A great demand for 
aterlmg had arisen because of the balance of trade turning against 
India after 1919. Moreover, there was speculation in exchange. 
Feopie began to convert rupees into sterling with the hope of making 
profits by reconversion of sterling into rupees when the exchange feu 
later. The European community also took advantage by sending 
their remittances at the new favourable rate and so did the importers 
of goods by making payments without delay for their imports. All 
these factors created great demand for sterling. 

Government had to pay more than 2 a. in sterling because 
of the depreciation of sterling in terms of gold. Thus, while the 
Government was selling sterling at about 3s. per rupee the actual 
market rate was much less. Sterling was appreciating in terms of 
rupees not only on account of the great demand for it in the ex¬ 
change market but also because prices were falling faster in England 
than m India. The Government tried to maintain exchange at 2 »* 
gold at first and at 2 s. sterling later but all these attempts ultimately 
tailed. On 28th September 1920, the Government refused to sell 
sterling drafts on London. But by that the time Reverse Councils to 
the tune of £55*2 million had been sold. These had been met in 
London by the sale of sterling securities and treasury bills belong* 
7 * 7 a P er Currency Reserve These securities had been 

bought at Rs. 15 pei £ and had to be sold at Rs. 7 to Rs. 10 per 
£, and the Government suffered a total loss of about Rs. 35 crores. 

The result was a continuous fall in the rate of exchange which 
sank to ll-9/32d. gold or 1 «. 3-13/32d. sterling by July 1921, with 
serious conseque nces on Indian foreign trade . 1 The Government 

I, O. Li. Uida-Iadum Cuironey io Rawoapeot^Kita^aujTp^IaT 
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now allowed the exchange to adjust to world conditions in order 
that the Indian prices may not unduly be disturbed. By January, 
1923, the exchange began to rise again, due to the revival of favour¬ 
able balance of trade, till it reached the level of Is. 4d, gold or la, 6dL 
sterling in October 1924. At that time the Government was pressed 
to stabilize it at that rate. But the Government refused to do so. 
By limiting the supply of currency the Government raised the ratio 
to 1$, 6d. gold by April 1925. A few months after this, a Royal 
Commission was appointed to review the whole situation. 

II. Government Policy Criticized. The policy of the Govern¬ 
ment in fixing a high exchange and then maintaining it at a con¬ 
siderable loss to India has been severely criticized. It is argued 
that the price of silver was admittedly uncertain and so was the 
sterling-dollar rate, hence the Government should have waited for 
some time before taking a definite step in fixing the exchange. Dur¬ 
ing this period of uncertainty, the exchange should have been left 
free to its own level. 

It was easy to foresee that after the war, the imports were 
bound to increase and the exports were likely to fall. Europeans, 
who had made large profits, would also demand facilities for 
remittances. All this would mean a very large demand for 
sterling 

Thus a little vision on the part of the authorities would have 
convinced them that forces were at work which would wreck their 
scheme of 2s. ratio Had the exchange been left free to find its 
own level it would have settled at a lower point, and thus would 
have served as a corrective to the impending unfavourable balance 
of trade. Enforcement of the high exchange, on the other hand, 
exaggerated the effect of these forces. The Government is criticized 
not merely for introducing the 2 a. ratio but also for persisting to 
maintain it even after it had become clear that it was a hopeless task 
fto do so. 

Why was the Government so attached to the high exchange t 
“What they (the India Office) wanted was to push up exchange by 
deflationary measures so that it would be helpful to imports.” 1 
Thus’dt were the British interests that were guiding the policy of the 
Government. The idea was to encourage British imports into India 
by raising the value of the rupee in terras of the English money. 
“High exchange,” said Mr. Ainscough, “places the British manu¬ 
facturer in a more favourable condition vis-a-vis his competitor in 

1, “The collapse of exchange within twelve months from the level of 2#. 
4d, prevailing in April 1020 to below la 3d. wus critical for importers, many of 
whom had ordered goods when exchange was high without fixing their exchange 
and who were unable or unwillirg to settle at the low iate prevailing when the 
goods arrived. At the close of the year the Indian ports remained congested 
with imported piece-goods, motor cars and other urtiole* *<f which delivery had 
not been taken. In further contract to the preceding year there has been an 
almost continuous teuirn of rupees from circulation, a symptom of general 
Stagnation of trade,*' (Report of the Controller of Currency for 1020-21.) 
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India. On the whole, therefore, his material interest would appear 
to he best) served by the fixation of exchange at as high a rate as 
may be possible under the circumstances.” 1 Ho wonder that the 
Smith Committee’s report was so favourably received by the British 
Press. 

The Government policy imposed a threefold loss on India ; (*) 

For her supplies to the Allies during the last war (as in this) India 
was paid not in goods but in sterling credits. This accumulated 
.sterling was squandered by the Government to the value of about 
£24 million in their attempts to maintain the 2e.-ratio. (ii) I& so 
far as the high exchange stimulated imports it adversely affected 
Indian industries, (in) The sudden decision of the Government to 
let exchange fall to its natural level ruined many Indian importers, 
who had ordered foreign goods at the high exchange and were now 
required to pay more than double in terms of rupees than what 
they had expected to pay. The Government policy might have 
served the material interests of England but not those of India. 


I. Mr* Ain*eough’e Report on British Trade in India, eto., quoted by 
Brij Kara in j Indian Economic Problems, part I, p, 213. 
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L Defects of the Gold Exchange Standard. On 25th August* 
1925, a “Royal Commission 0 was appointed under the chairman¬ 
ship of Lieutenant-Commander Hilton Young “to examine and 1 
report oft the Indian currency Bystem and practice, to consider 
whether any modifications are desirable in the interests of India,"and 
to make recommendations. 0 

The Commission found the following defects in the Gold Ex- 
change Standard as it operated in India : 

“(1) The system is far from simple, and the basis of the stability 
of the rupee is not readily intelligible to the uninstructed public. 
The currency consists of two tokens (rupee coin and rupee note) in 
circulation, with the unnecessary excresecnce of a third full value 
coin (sovereign) which does not circulate at all. On© form of token 
currency (into which there is an unlimited obligation to convert the 
other) is highly expensive, and is liable to vanish if the price of silver 
rises above a certain level. 

“(2) There is a cumbrous duplication of reserves, with an anti¬ 
quated, and dangerous, division of responsibility for the control of 
credit and currency policy. 

“(3) The system does not secure the automatic expansion and 
contraction of currency. Such movements are too wholly dependent 
on the will of the currency authority. 

“(4) The System is inelastic. The utility of the provision 1 for 
elasticity made on the recommendation of the Babington Smith 
Committee is affected by the methods of financing Indian trade.” 2 

2. The Gold Bullion Standard. The Commission’s task was 
threefold ; ( i) to propose the currency system best fitted for India ; 
(ii) to suggest the ratio at which the rupee should be stabilized with 
the sterling ; and (Hi) to recommend measures for the establishment 
of a central bank. The Commission proposed the Gold Bullion 
Standard as the currency system for India ; Is. 6 d. as the exchange 
ratio ; and a central bank—the Reserve Bank of India*—to tako 
charge of the central banking functions. The scheme of the 
Reserve Bank will demand our attention in a subsequent chapter. 
The other two proposals will be discussed here. 

Before finally recommending the Gold Bullion Standard the 
Commission examined the pros and cons of other possible alterna¬ 
tive ; (i) the adoption of gold exchange standard, and (ii) the 

l* Bee next chapter. 

2. Report: Hilton Young Commission, 1920, Para 21. 
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tdopfeton of a* gold standard proper with gold currency. All these 
idternatives were rejected, 1 They recommended a “gold standard} 
without gold currency’* or the "‘Gold Bullion Standard as it wm 
called. Thus wrote the Commission 

• “It is possible to have a true gold standard under Which the 
currency is based on gold both in reality and in a manner that is 
conspicuously visible, without putting gold into circulation.,...,Hie 
essence of the proposal.is that the ordinary medium of circula¬ 

tion in India should remain as at present the currency note and the 
silver rupee, and that the stability of the currency in terms of gold 
should be secured by making the currency directly convertible into 
gold for all purposes, but that gold should not circulate as money. 
It mmt not circulate at first and it need not circulate ever/* 
(Para 54). 

Thus the main features of this system were as follows:— 

(1) The currency authority (the proposed Reserve Bank when 
established, in the meantime the Government) was to buy and sett 
gold (under statutory obligation) at certain fixed rates in quantities 
not less than 400 fine ozs. ( = 1,065 tolas) The conditions of the 
sale of gold were to be so fixed that normally the currency authority 
would not be called upon to supply gold for non-monetary purposes. 

(2) Sovereigns and half-sovereigns were to cease to be legal ten¬ 
der ; rupees to continue full legal tender. 

1. The ground* on which these systems were rejected are given below : 

(a) Sterling Exchange Standard. Even if perfected by amalgamation of 
Gold Standard and Paper Ouriency Reserves snd by imposing statutory 
obligation on the cumncy authority to sell rupees and sterling when required 
without limit at the upper and the lower specie points rerperitvely, the Com¬ 
mission held that this f-ystrm would still have senons defects, viz*, lUpee will 
still be subject to the consequences of rise in the price of silver, rup<»e will 
follow sterling slavishly as regards its lmk with gold and would depreciate 
when sterling depreciated resulting in high prices m India. India's dependence 
on the currency cf a single country, however stable, is disadvantageous 
(para 26.) 

(b ) Geld Exchange Standard. This would stabilize the rupee in terms of 
gold but will still have serious defects ; same danger of rise in price of silver * 
lack ot simplicity ; mistrust due to past experience m the minds of the 
people; intangible taking for the token currency; right of convertibility 10 
too abstract. Backing of currency should be certain, simple and solid* 
(paras 29*81.) 

(c) Gold Standard with Gold Currency. Large absorption of gold by India 
will lead to substantial fall m gold prices in the world and curtailment of 
credit with unfavourable reactions on India as one unit m the world trade- 
system ; uncertainty of the estimate of the amount and time of gold demand i 
it would result m depression if gold price of silver fell and depreciate the vajiia 
of silver hoards of the Indian people ; China might a^so adopt gold in place of 
silver as a consequence of the fall in price of silver. This will make the 
position still worse ; China’s trade will be thrown out of gear; it would retard 
the progress of monetary reconstruction in Europe, would upset world prices 
and would be harmful to India end the rest of the world ; United States with , 
traditional silver interests will not support this policy and such support is. 
essential for its success; finally the scheme will involve great expense 
(paras 35*52), 
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(8) Government savings certificates to be issued to people for 
three or five years, to be paid in rupees or gold at their option* 
’Ibis was to inspire confidence in the minds of the people For the new 
system, and to bring out the hoarded wealth, 

(4) The existing currency notes were to continue to be conver¬ 
tible into rupees, the new notes though not to be legally convertible, 
the facilities for conversion were to continue. 

(5) One-rupee notes to be issued which were to be full legal 
tender but not convertible into rupee coins. 

(6) The Gold Standard and the Paper Currency Reserve were 
to be amalgamated. 

Several advantages were claimed for this system : — 

(a) It would secure stability of exchange by making the 
currency convertible into gold at a fixed rate. 

(b) It was simple and certain ; thus it could inspire confidence. 

(c) Currency would expand automatically when gold was given 
m exchange for rupee coins and notes, and would contract when 
Tupees and notes were given in exchange for gold. 

(i d) Cheap gold would remain in reserve and not circulate. 

(e) It would pave the way for the introduction of gold currency 
at some future date when enough gold had accumulated 

On the other hand, the Gold Bullion Standard was criticized on 
several grounds : — 

(а) For the ordinary person the gold backing was neither visible 
nor tangible. Only big bankers and bullion brokers could purchase 
gold of quantities of 400 ozs. (1,065 tolas). 

(б) Even these people could not normally find it worth while 1 2 
to get gold from the currency authority, nor was it the intention 
that they should. 

The purchase of gold from the currency authority was to bo 
worth while only when it was required for making payments abroad. 
<4 As far as the ordinary holder ol the rupee is concerned he would 
not be able to convert them into gold, when he must buy it in the 
bazar as at present.”* 

1. At tbe ratio of Is. 6d. (gold) per rupee the gold was priced at E&. 21*3-10, 
and this was the rate at which the currency authority undertook to sell gold. 
When the rate of exchange is Ia. 6*3/1Gd. (upper £?old point) or more the 
equivalent in rupees of a tola of hue gold would b© less than Bs. 21-3-10, 
People would in such circumstances buy gold from the market where it would 
be cheaper than from the currency authority. "When the exchange is helow 
the upper gold point the selling rate for gold will not b« H». 21-3*10 hut more. 
The Reserve Bank shall sell gold in that case for delivery at i he office at 
Bombay at notified prices* and these prices will be fixed so as to free the Bank 
in normal circumstances from the task of supplying gold for non-monetary pur* 
poses.”. (Bnj ^aram—Indian Economic Life, Fast and Present.) 

2. Brij Narain Indian Economic Life, p. 244. 
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It to thus contended that there was no essential difference 
'between the gold exchange system and the Gold Bullion Standard 
-of the commission. Only the obligation to buy and sell gold for 
-export was made statutory. The Indian opinion as before favoured 
a full-fledged gold standard with gold currency. 1 And this was 
supported by authorities like Dr Cannan and Dr. Gregory in their 
evidence before the Young Commission, 

3.* The Ratio Question. The greatest controversy, however, 
raged round the Tatio question : 18i. vi. 16i. was the question. 
It has been called the “battle of ratios" in the history of Indian 
currency 

The Hilton Young Commission recommended 18 cL on the 
ground (a) that prices in India had attained a substantial measure of 
adjustment with the prices in the world at Urge at this ratio : and 
(6) that the wages, too, had adjusted themselves. 

Hence reversion to 16d. would mean a difficult period of re¬ 
adjustment ; it would raise general prices by 12$ % and consequently 
hit hard the middle classes and the consumers* and reduce real 
wages of workers It would also add to the burden of the Home 
Charges ; 

(r) that the contracts would not be affected, as most of them 
were either recent and entered into when the ratio was Is, 6dL or 
when 16d. had ceased to be the ratio. No doubt land revenue was, 
in most cases, settled when the ratio was Is 4c?, but, as prices since 
then had considerably gone up, the burden of this charge had coires- 
pondmgly been lightened. 

In criticism of these arguments, it may be pointed out that 
on Commission’s own admission, the statistical material, on which 
they based their conclusion regarding adjustment of wages and 
prices, was unreliable, and that one year was too short a 
period for adjustment in a country like India where the amount of 
economic friction was very large. The Commission magnified the 


I. bine© Indian opinion baft always stressed tho necessity of gold «nirr*»ncy 
standard for India, it would be ineiru* tive to give here the main points of the 
case for the system : —• 

(a) It will be automatic. Prices and ex< hange will be kept in eqmli* 
brium with the world by export and import of gold freely as the situation 
may require. (This, however, will not be the cape if the people hoarded the 
gold thus imported.) 

(6 It will discourage the habit of hoarding, (The Young Commission did 
not think so,) 

(<n It wi(l inspire confidence, currency backing being visible and 
tangible. 


(d) People want gold circulation, as shewn by the absorption of import¬ 
ed sovereigns between 1900 and 1914. Academic opinion in India also 
favours it. t 


**) Gold curceary is a necessary stage in passing to gold standard without 
gold currency. See also Reports, Chamberlian Commission, para 5$ and Young 
‘Commission, para# 84, 56*57.) 
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effect of the ratio on Home Charges, admitting that this factor war* 
not to be decisive; on the contrary, it minimised that offset om 
long-term contracts and the losses of the agriculturists. Mora 
attention seems to have been paid to poorly-paid literates [21%} 
and less to the welfare of the rest (79%), 

The Indian public and academic opinion was, on the other 
hand, solidly ranged against Is. 6d, and in favour of 1*. 4 d. Sir 
Purshotamdas Thakurdas, the Indian member of the Commission, 
represented the view. He denied that Indian prices had adjusted 
to the world prices at Is. fid., and till then this ratio gave the 
foreign manufacturer an indirect bounty of 12$%, placing a heavy 
strain on Indian industry. It meant an additional burden of 12£% 
on the large debtor class, who were mainly agriculturists. He 
pointed out that the loss in the payment of Home Charges at la. 4 A. 
would be more than made up by increased revenue from taxes 
on account of industrial and agricultural prosperity. The workers 
would no doubt lose a bit from the rise in prices, but they would 
gain from continuity of employment made possible by industrial 
prosperity. He was able to show conclusively that the reversion 
to Is. 4<f. would bo beneficial to Indian agriculture and industry, 
and hence to the people at large. Other countries were reverting 
to the pre-war ratios, why not India ? On the whole, it appears 
that the advocates of la 4d. had abetter case. It would have 
promoted economic interests of India if in 1927, the rate bad 
been fixed at la. 4d. t although after some years the arguments for 
it lost most of their force and the opponents of Is. fid. were 
simply beating a dead horse. But the decision to fix the rate at 
la. fid. in 1927 was certainly a wrong one. The economic con¬ 
ditions in the country in subsequent years furnished no evidence 
that this rate was in any way conducive to economic progress 
and stability. During the Great Depression it accentuated the 
fall in prices in India and letarded the recovery and prolonged the 
depression. 

The Government however, accepted the majority recommenda¬ 
tions and passed the necessary legislation to give effect to them. 

4. The Sterling Exchange Standard. The Gold Bullion 
Standard was superior to the pre-war Gold Exchange Standard be¬ 
cause under it the Government had a statutory obligation to buy 
gold and sell gold or stetling. But it still had some of the defects of 
the old system which the Young Commission bad pointed out, viz,, 
the conversion of one token currency (the note) into another (the 
rupee coin), the duplication of reserves and the separation of currency 
from credit control. The last two defects had to wait until the 
establishment of the Reserve Bank in 1935. 

The new system, however, did not get much chance to show its 
success. On September 21, 1931, Great Britain was forced off the 

J old standard due to drain on its gold resources caused by with- 
rawals of foreign balances. This development had important 
reactions on the Indian currency and exchange system. Under the 
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Act of 1927, the Government had bought gold md sold sterling at 
the lower gold point until 19th September. When the announce¬ 
ment of Britain having gone off the gold standard came, the 
Governor-General on the 21st promulgated an Ordinance suspending 
Section 5 of the Currency Act ot 1927, the one dealing with iho 
purchase and sale of gold and sterling. On the same day the Secret 
tary of State informed a sub-committee of the Round Table Confer¬ 
ence in London that it had been decided to maintain the rupee at 
la. 6d sterling. On the 24th of September, yet another Ordinance 
was promulgated (Gold and Sterling Sales Regulation Ordinance) 
uhich repealed the previous one, thus restoring the Currency Act 
of 1927, but authorizing the Government to sell gold or sterling for 
genuine trade i equipments only and for reasonable personal or 
domestic purposes. The Imperial Bank was authorized to allocate 
exchange for the defined purposes. Thes elling price was fixed at 
la. 5*49/64d. sterling as before. The rupee was thus linked to 
sterling inepite of resentment on the part of Indian opinion. One 
consequence of this link was that the rupee began to depreciate along 
with the sterling in terms of gold and the currencies of countries still 
on gold, e g,> America and France. This resulted in the rise in the 
rupee price of gold and that metal began to flow out of the country. 1 
The Government took no steps to stop this outflow. 

I. Economists are not agreed as to the cause of the outflow of gold from 
India. The generally held popular opinion *s that the outflow of cold 
wes due to the rise in its prioes in terms of rupees when the rupee (along 
with the sterling) depreciated in terms of gold after September 1031. But 
a mere rise in price of gold would not have caused an outflow ot gold if 
this rise was exactly counterbalanced by the depreciation of the rupee in 
the exchange market. It is held by some, therefore, that it was the 
externa] undervaluation ot the rupee that made it worth while to export 
gold which meant that the rupee price in India rose to a lesser degree 
than the depreciation in exchange. Dr. Dey, however, is of the opinion 
that the explanation, though correct in a narrow technical seo*e. is n">t 
adequate because if undervaluation ot the rupee had teen th© ir»aint 
cause, gold exports would ha\e increased as years advanced instead of 
decreasing, sirne India showed a progressive depreciation of the rupee in 
terms ot sterling. Dr. Dey explains the export of gold as follows “Them 
was acute economic distress among the peasants and the zammdar* due 
to disastrous tall of agrieuhuial prices, which led to their savings m th© 
form of gold hoards being drawn upon on a large scale But (a) dm tm 
the ignorance of the \Plagers ab< ut the world price of gold, (&) pressure 
of intensive propagnnda on the part of bullion dealers in the up*countrv 
centres causing quick diehoardiug, and (c) distress sale*, the internal 
price of gold at which it wa^ bought by the bullion dealers was low as 
compared with the world price. Consequently the export of gold became 
highly profitable for tl e bullion dealers. On the other hand, as economic 
conditions gradually improved due to the rise in prices and increase in 
exports, the distress was mitigated, dishoarding of gold declined, the 
du-parity between internal and exiernal prices of gold became less and 
less, and gold exports began to dimmish, even though the depreciation 
of the rupee in terms of sterling and gold remained great or kept on 
increasing " “Had a rise in Indian prices of gold and commodities,** 
b© continues, “been brought about by a proper degree of inflation, the 
11 rupee's internal overvaluation would have been checked/ 1 and ite external 

f undervaluation* in terms of gold and the pound sterling largely elimi¬ 
nated, and gold exports would have bean minimised/' Dev, op, cit- 
pp.S37SS. 
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The policy of the Government in this connection has been 
criticized on three grounds : (4) linking the rupee with the sterling 
instead of gold : (it) still keeping to the Is. 6d. ratio ; and (in) taking 
no steps to stem the outflow of gold. These points demand con¬ 
sideration. 

5. The Sterling Link. The linking of the rupee with the 
sterling was criticized on various grounds, First, that the rupee was 
thus made to share the fluctuations of the sterling, the latter reflect¬ 
ing the conditions in Britain and not in India. Secondly, though 
India's export trade with the gold standard countries would be 
encouraged, on account ol the depreciation of the rupee in terms of 
gold, it would discourage Indian imports from 'these countries, while 
England would enjoy a sort of an Imperial Preference in the Indian 
market. Thirdly, that the sterling link would bring India back to 
the gold standard 1 when Britain decided to bring sterling back to 
gold irrespective of the economic conditions in India Finally, that 
the rise in the rupee price of gold would lead to gold exports from 
India, as it actually happened. 

The Government, on the other hand, justified the sterling link 
-and supported their policy by the following arguments :— 

(i) It was better from the point of view of stability to link the 
rupee with sterling than to let it drift, (ii) India had at the time 
£32,000,000 sterling obligations and a sterling loan of £15,000,000 
was maturing ealrv in 1932. If the rupee was not linked with the 
sterling the difficulties of raising funds for these payments would 
have been insuperable, (in) Being a debtor country, India could 
not afford to risk the rupee being left alone, (iv) A considerable 
proportion of India's foreign trade was with England or countries on 
sterling. It was wise, therefore, to secure a stable basis at least for 
this trade, (v) Depreciation of the rupee in relation to gold would 
give*a welcome stimulus to India’s export trade with gold standard 
countries. 

If the sterling link was not adopted there were two other 
alternatives open to the Government: (a) to adopt the gold standard, 
>(b) to keep on an independent standard. India could not have main¬ 
tained the gold standard for long. Only a country like America with 
an abnormally large gold reserve could do it. Within a few years, 
like the gold bloc countries (e. g., France), India would have been 
forced off the gold. 

At a time when there was a mad rush for gold, it would not 
have been easy to maintain the convertibility of the rupee into gold. 
Deflation would have accentuated depression. Moreover, so long as 
sterling depreciated in terms of gold, the fixed ratio of the rupee 

1, The preamble of the Reserve Bank Act makes the position clear in this 
respect. It lays down that the sterling Exchange Standard is only provi¬ 
sional arrangement. When normal monetary oondition are restored in 
4 the world the Reserve Bank will put forward a scheme for a permanent 
monetary standard for India. 
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In terms of gold would have meant fluctuating ratio in terms of 
sterling. This would have been a distubing influence on our trade 
with sterling countries. 

On the other hand, it is doubtful if India would have succeeded 
in managing an independent standard in view of her position 
as a debtor country with large foreign obligations, her export 
trade exposed to various restrictions in other countries and her 
lack of a proper central bank. Free and independent rupee would 
have meant an unstable exchange, and this would have involved’ 
risk and inconvenience for the Government in paying off her 
Sterling obligations. In a period of chaot’c currency conditions, 
therefore, maintaining the sterling link was perhaps the lesser evil 
especially when a substantial position, of India's trade was with 
the sterling bloc. The situation, however, entirely changed sub¬ 
sequently and the gold link was given up iu 1947 as we shall see. 

6. Gold Exports. Between Steptember 1931, when England 
left the gold standard, and Janury 1940, India exported gold to 
the value of Rs 35J'4 crores The net imports of gold into India 
from 3910-H 1930-31 were of Rs. 457 86 crores. Thus in about 
eight years India lest four-fifths of the gold that she had imported 
in 21 years. 

As sterling was depreciating in terms of gold and the rupee w r a^ 
linked to sterling, the price of gold rose correspondingly. The 
abnormal rise in the price of gold induced the people to sell gold. 
Those who were driven by economic necessity began selling gold, 
more freely. This only explains why the holders of gold sold it. 
But why was it exported ? This was due to the difference between 
the rupee prices and sterling prices, the latter being higher. 

The Indian opinion urged the Government, when the gold 
exports began, to take measures to stop thiso utflow of the precious 
metal. The Government did nothing of the kind and supported 
their inaction on the following grounds :— 

(<) Gold exports are a normal feature of a country's trade and. 
there is nothing abnormal about it. 

(it) Gold exports have improved the credit of the Government, 
enabled it to stabilize exchange by purchase of sterling at favourable 
prices, and made it possible for her to pay off £15 “million of her 
sterling debt and to reduce their floating debt in India by creating 
fresh currency required to pay for the gold. 

(Hi) Gold exports (by keeping up the price of gold) have streng¬ 
thened India's public reserves, the market value of which increased 
by five crores of rupees. 

(ip) By sale of gold the agriculturists have been able to live 
on their reserves through difficult times, making huge profits in the 
bargain. 

(*) Gold exports have stimulated international trade by enabling 
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India to buy more of foreign goods, thus increasing the purchasing 
§>ower Of her potential customers. 

On the other hand, the critics of the Government alleged that 

the exports of gold have meant “the wastage of India’s gold 
resources, the wreckage of the indigenous banking system and a 
drain on the accumulated savings of generatio is ;* (it) that it had 
^concealed the fact that the rupee was overvalued at la. 0<l, by 
enabling the Government to maintain the ratio at that point; { ni ) 
that the loss of gold had made it impossible for India to reach her 
goal of a gold standard, and that it would be difficult to make up 
this loss; (iv) that almost every other country was sitting tight on 
its gold resources while India was losing them ; (v) finally that the 
-exported gold was “distress gold” and people were merely living on 
their capital, a process which could not continue for long. 

It was suggested that the Government should purchase this 
gold either herself or should make the Reserve Bank of India 
purchase it m order to strengthen its gold reserves. Some suggested 
an embargo on the exports of gold and other heavy export duty. 
To the suggestion of a duty on gold export the Finance Member 
pointed out (1930) in the Assembly that the burden would ulti¬ 
mately fall on the agriculturist-seller of gold through the fall in its 
price. As regards the buying of gold in unlimited quantity by the 
Reserve Bank of India on behalf of the Government, it was pointed 
out that it would mean speculation in gold, as the buying rate 
would have to be fixed with reference to the fluctuating dollar- 
aterling cross-rate. “It is true,” wrote Dr. Dey, “that both the 
U.S A. and the United Kingdom have accumulated large gold 
reserves at high costs during the depression. But all students of 
recent monetary conditions know that it has now (1938) become 
a grave problem for these two countries to decide what should be 
done with these costly gold stocks.”* Britain, however, had to 
disburse her gold resources to finance the present war. If the 
Reserve Bank had taken the risk of purchasing gold at that time it 
would have made enormous profits now that the price of that metal 
has risen so much. 3 For this reason and others given in the 
previous paragraph we do not agree with Dr. Dey when he says 
that “the policy that has been actually followed by the Government 
of India with regard to gold has been the wisest under the circum¬ 
stances of the case.” 4 

7. The Case for Devaluation. From the time the Govern¬ 
ment enforced the 1$. 6 d. ratio under the Currency Act, 1927, vocal 

1. Jathar and Ben, Indian Economic,*, Vol. II, pT372. 

2. Economic Problems of Modern India, op. cifc. p. 240. 

3. The price of gold in August 1931 was Rs. 2143-3 per tola ; by December 
1931 it was Rs, 29-2-0 ; by March 1935 it was Rs. 3648-8, by September 
1937 it was about Rs. 37 ; by December 1940 it reached Rs. 42 per tola % 
m November 1944it was Rs. 68 per tola; m November 1945 it was 
R». 82 per tola, and now (May 1946) Rs, 108 per tola, 

4. Dey, op, <ut, p. 24i, 
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public tjpfoioa in India continued pressing for its revision, 1 Tn foot 
the case for revision was very strong indeed until World War tl 
Broke out and changed the whole situation. The case for devalua¬ 
tion of the rupee, as it was put from time to time between 1929 and 
1939, may be summarized as follows : 

(i) The rupee was all along overvalued at the rate of Is. 6d. and 
the Government was able to maintain the rate by drastic deflationary 
measures : (a) by contracting currency—between 1926-27 and 
1930-31 currency was contracted to the extent of Its. 1,021 crores; 

( b) by raising the lending rate to the Imperial Bank of 
emergency currency under the Act of 1923 ; (c) by the sale of 
sterling and depleting the sterling resources of the Reserve Bank 

1. When thd depression appeared after the autumn of 1929 the a station 
for the revision of the ratio mcteased, especially when it was found that 
the Government was finding it difficult to maintain the rate at Is. 6d> 
on account of the great fall in our export surplus. It was again 
urged, at the time of the Irakraar of the rupee to sterhne at the 
old rate, that the case for revision was strong. The question was 
again raised at the time when the matter of the proposed Reserve 
Bank's exchange obligations was being dia ussbd by the London 
Committee on the Reserve Bank, then by th<* Joint Select Committee 
( 1934) and ogam when the Referve Bank Bill came before the Assembly* 
The ratio clauses 40 and (41) finally embodied in the Act gave effect to 
the recommendation of London Committee that the existing ratio sh raid 
be preserved, hut that the whole question of the monetary standard 
suited to India should be reviewed when the international situation 
clarified it self and became sufficiently stable to mike it posaib’e to 
frame more permanent provision. This arrangement, however, did not 
satisfy Indian opimea. In August, 1935, Mr. Manu Subedar President, 
Indian Merchants' Chamber and Bureau, Bombay) in welcoming Sir 
James Grigg (th^n finance Member) suggested to review the 
ratio With a view to giving relief to the cultivator. To this the latter 
replied that he would be “no party to any monkeying with the present 
ratio,’* that the change would not help the agriculturists and might lead 
to worsening of his position. 

The controversy flared up again early in October 193 \ when 
the franco and other currencies of the gold bloc were devaluated. The 
Government was urged to devaluate the rupee, which would raise prices 
of primary produce, review export trade and obviate export of gold* 
The Government spokesmen argued that devaluation at that juncture 
would constitute a breach of the Tripartite Monptny Agreement (of 
3936) sinned by the U.K , the U.8. A, and France. Moreover, they said 
that the sterling link had already devaluated the rupee by about 40 
percent, in relation to gold. Further,that devaluation might provoke 
^retaliation Bora competitor countries. 

In 1938 again there was agitation for devaluation on account "of 
weakening ot exchange ra June of that year. The Congress Working 
Committee took up the question. The Government in a communique 
issued on June 6,1938, declared Ueir satisfaction with the existing 
ratio. In September 1938. an unsuccessful attempt was made by s:>me 
^unofficial members of the Central Legislature to sscur»the appointment 
of a committee to report on th> ratio ques ion. The balance of 
trade and exchange improved during the succeeding mjnths and on 
December 16, 1938, the Government issued another press communique 
repeating ihek deomion to maintain exchange at It. 6d. as before* 
Exchange remained steady on the whole during 1939 up to the outbreak 
^©f the war, which entirely changed the $ fcuation. 
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(Issue Department)* The result of this deflationary policy was* 
disastrous for Indian agriculture and industry especially* the former,, 
during the depression years from 1929 onwards. 

(ii) That the rupee was overvalued at la. 6 d. was indicated, 
by the various symptcms and criteria of overvaluation accepted 
by economic tbeoiy and practice, such as (a) the sagging prices, 
(6) industrial stagnation, ( c ) unfavourable terms of trade, (d) almost 
disappearance of export surplus. 

(а) Between 1928 and 1933 Indian prices fell to a larger extent 
(40 per cent.) as compared with British prices (36‘4 per cent). And* 
by 1936 while English prices recovered by 16*3 per cent. Indian 
prices only recovered by 5*7 per cent. Thus Indian prices fell more 
and rose less during the period. 

(б) Industrial stagnation was shown by figures of aggregate 
profits of certain industries. These profits fell from a total of 
Rs. 10*9 ctores in 1928 to Rs. 2 6 crores in 1931 and rose slowly 
only to Rs 5 crores in 1935. 

(c) The barter terms of trade were also unfavourable to India 
during this period This is shown by the fact that the prices of 
her exports fell to a greater extent than those of her imports. 
Between 1627-2S and 1933-34 while the index number of export 
prices fell by 40 4 per cent , that of import prices declined only to 
the extent < i 34 8 per cent. 

(d) 1 he merchandise export surplus also showed serious decline. 
The net expert of private merchandise (excluding Government 
stores) were as follows during the depression years : 


Year 

Us Trorffc 

Year 

Ks- Crores 

1930-31 

01 0 

1935*30 

29*8 

1931*32 

34*0 

1939 37 

77-1 

1932-33 

3*5 ! 

3937 38 

... 15*4 

3 933 34 

34 4 | 

MJ38 39 

10*8 

1934-35 

23 4 

1939 40 

... 47*8 


(Hi) In other counfnes, especially agricultural countries, the 
situation was met by their Governments by depreciating their 
currencies. The depreciation of the rupee in terms of gold that had 
occurred by linking the rupee with the sterling m 1931 was obvious¬ 
ly not enough as was indicated by the tests given above. India 
was at a disadvantage with respect to her competitors the value of 
whose currencies bad been considerably reduced. This is indicated 
by the following :— 


Country 

Belgium 

et* 



Value of currency in 
1933 as percentage of 
their value in 1918. 
22*6 

France 

tM 

• +» 

... 

31*5 

Greece 

as 



... 4*5 

Italy 

+ •• 

«»» 


... 420 

Portugal 


« •* 


... 4*5 

Spain 

M. 


*** 

... 68*0 

Japan 


»** 


... 69*0 

US,A. 

* + » 



... 90*0 

Australia 

♦ ♦♦ 

**• 


... 75*0 

Kew Zealand 


**« 

... 

... 75 * 0 * 
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* (it) It was further urged that the real state of affairs was being 
obscured by the expert of gold which was enabling the Government 
to maintain the rate at Is 8d But gold export could not go on 
Indefinitely* ‘‘Gold exports are at best only postponing the eyil,” 
wrote Dr. L. 0. Jain. ‘‘When they cease, and it should not be very 
long before they cease, a situation of the gravest character will arise 
If things are allowed to drift in the mere expectation of inter¬ 
national action leading to world prosperity,” 1 

(v) Some people urged that the issue was not between the Is. 
6 d. and Is. 4d ratio. The issue was much wider. It involved 
wider aspects of policy. The anxiety of the Government all along 
the currency history of India since 1893 has been to ensure stability 
of exchange at one level or the other. It was urged that under the 
modem conditions of national economies the emphasis on exchange 
stability at the expense of the stability of economic life within the 
country is a wrong policy. A pobey of flexible exchange is prefer¬ 
able, since by this method the relationship between costs and prices 
can be kept in equilibrium to ensure profitable working of industry 
and agriculture. Such an exchange ratio is the really natural ratio 
for a country. England sought this natural level by depreciating 
the sterling in 1931. But the natural level of exchange for England 
is not necessarily the natural level for India. 2 

The higher ratio had undoubtedly intensified the depression 
and made it impossible for the Indian prices to catch up to world" 
prices. There was certainly a strong case for devaluation to inifcate 
a rise in prices for the benefit of the poor Indian agriculturist. 
Devaluation would certainly have lent the much needed support to 
our exports and enabled us to maintain or strengthen our competi¬ 
tive position. 

It has been urged that the agriculturist would have suffered 
by a rise in the prices of imported goods and the consumers 
too would have suffered. But imported goods do not bulk in 
agriculturists’ consumption. Though the consumers would lose, 
yet they are expected to gain much more as producers, because 
devaluation would have enlarged production and increased oppor¬ 
tunities for work. 

In the words of Coyajee, “In fact the best proof of a well* 
chosen ratio consists of its harmony with a steady and moderate 
price level and a healthy and normal condition of imports and 
exports,” The Is. 6 d. ratio did not fulfil this test. The low prices 
associated with a higher ratio upset price-cost parity, damaged 
production and Increased unemployment. It also adversely affected 
distribution, straining the relations between debtors and creditors, 
landlords and tenants, employers and workers, etc. It is true that 

1. L. C, Jain :—Monetary Problems of India, p. 10. 

2* For an excellent exposition of this thesis re*d article by B.N, Ganguli 
in Economic Problems of India, pp. 273*324. Also read his * ‘Whither 
Bupee V* 
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devaluation provides only a temporary stimulus, Bui when a 
country is emerging from the nadir of depression it requires just 
that temporary stimulus to put it on the way to recovery , 1 

There was thus a strong case for devaluation. 

But the Government refused to have any “monkeying” with 
the exchange as the Finance Member, Sir James Grigg, put it. Then 
came the war and the whole outlook changed. 

8 The Reserve Bank as Currency Authority. In the 

meantime from April 1, 1935, the control of currency had passed 
from the hands of the Government to the new central bank—the 
Reserve Bank of India—to whom were transferred the Paper 
Currency and the Gold Standard Reserve, This removed two 
defects* of the Indian currency system pointed out by the 
’Hilton Young Commission, viz , duplication of reserves and division 
-of responsibility for the control of currency and credit. The evolu¬ 
tion of our paper currency system will be studied in the next 
chapter and the system of credit in a subsequent chapter in connec- 
’ tion with banking. Here something may be said about the role of 
the Reserve Bank in the maintenance of the Sterling Exchange 
^Standard as long as it lasted. 

The Reserve Bank was required to maintain the Is. 6d. sterl- 
mg ratio by buying and selling sterling at specified rates. Clause 40 
of the Reserve Bank Act required the Bank to sail sterling to any 
person who made a demand in that behalf at its office in Bombay, 
Calcutta, Delhi, Madras or Rangoon and paid the puehase price in 
legal tender currency, for immediate delivery in London at a rate 
mot below Is 5-49/64d. for a rupee. This provision was intended to 
prevent the rupee from falling below Is. 5*49/64d. (this was obtained 
by deducting from Is. fid. the cost of buying down in London this 
amount). Clause 41 made it necessary for the Bank to buy sterling 
from any person who made an offer in that behalf at its office in 
Bombay, Calcutta, Delhi, Madras or Rangoon, for immediate 
delivery in London at a rate nob higher than Is. 6 3/16<f. for 
a rupee (this was found by adding to 1$. fid the cost of trans¬ 
porting this amount from London to Bombay). These two 
points 8 corresponded to the lower and upper specie points under the 
Gold Standard, 

1 Malbotra, D. K—History of Pioblams of Indian Carrency and 
Exohange, 1947, p.p, 108*109. 

2, Certain anomalies, however, still romam. The rnpee coin (a note 
printed on silver as it has been called) c >ntinue3 to be full legal tender, and it 
ifi obligatory on the part of the Reserve Bank to exchange note* for coins and 
vice versa, on demand. Tae issue of coin* requires no reserve backing and 
there is no limit to their issue. The monopoly of issue of notes also rests with 
the Government, the Reserve Bank being merely a channel for issuing them. 

S. Under the pre-war system, it will be remembered, the exchange used 
to be maintained by sale of Couaoil Bills by the Secretary of State in London 
and the Reverse C mnoiis in India at the upper aud lower specie points res¬ 
pectively, This system was modified in 1923*24. In that year While weekly 
' of Council Bills continued as before, the sale of ‘intermediates’ (Bills sold 
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Thus the Reserve Bank Act legalized the existing ratio. *Hie 
preamble to the Act, however, incorporated the recommendation 
-of the London Committee on the Reserve Bank Legislation, that 
tbo question of the monetary standard best suited to India should 
be considered when the international monetary situation had become 
.sufficiently clear to make it possible to frame permanent measures. 
When such a contingency arose Clause 55 of the Act required the 
Bank to report its views to the Govemor-Qeneral-in-Counoil as 
regards the suitable permanent basis for the Indian monetary sys¬ 
tem and to frame measures for the future monetary standard of 
India. The date for the adoption of such new measures Was posfc- 
jponed by World War II. 

Indian Paper Currency. 

9. Paper Currency up to 1925. Notes were practically un¬ 
known in India until the beginning of the 19th century. In 1806 
■the Bank of Bengal was founded and given the privilege of issuing 
notes. This privilege was also conferred on the Bank of Bombay 
(1840) and the Bank of Madras (1843). Although these banks were 
private institutions, yet the Government had a share in the capital 
aad was represented on the management. A maximum limit of 
mote issue was fixtd for each bank, and they had to keep a reserve 
of 33}% (later reduced to 25%). These notes were not legal tender, 
and were popular in the presidency towns only. 

In 1861 the Government took over the note issue from the 
Presidency Banks. The country was divided into circles, and the 
motes issued in the circle were legal tender only in the circle. The 
notes were issued on the currency principle embodied in the Bank 
Oharter Act of 1844 passed in England. The fiduciary portion of 
the Paper Currency Reserve was fixed at Rs. 4 crores. Over and 
mbove this limit, metallic reserve of equal value had to be kept. 

The above arrangement was excel lent from the point of view of 
the security of note issue, but it was neither convenient nor did it 
provide elasticity in the note issue. The inconvenience arose from 
restricted area within which the notes were legal tender and 
convertible. This defect was, however, removed when notes of one 
denomination after another were universalized. 

The note issue was ineiastio, because beyonda certain limit 
cent per cent metallic reserve was necessary. Some elasticity was 
imparted by raising the fiduciary limit from time to time, until it 
stood at Rs. 14 crores in 1914 and Rs 120 crores in 1919. Some elas- 


in between the regular sales of higher rates) was stopped and was replaced by 
purchase of sterling in Indio from bonks and financial houses willing to sell it. 
In 1924-25 this system was further extended and the purchase of sterl ing in 
India became the principal method of remittance and sales of Council BiHe 
were undertaken only to meet a steady and continuous demand by them. There 
was no sale of Council Bills in 1925>26 and the system wag suspended thereafter. 
At the recommendation of the Young Commission the system of purchase of 
sterling by competitive tenders was suspended From April 1, 1935, his func¬ 
tion wen transferred to the Reserve Bank. 
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titoty was also giyen by making the rupees a token coin in 1893 so 
that less silver was needed for the reserve in the form of new rupees*, 

The Paper Currency Reserve, originally consisted of silver ooim 
and bullion as regards the metallic portion, and the Government 
of India rupee securities as regards the fiduciary portion. Subse¬ 
quent legislation, however, permitted the holding of gold coin and 
bullion as well as Sterling Securities as part of the Indian Paper 
Currency Reserve. 

The main defects of the currency system were : — (1) It was 
not automatic, because the fiduciary portion could be increased only 
by fresh legislation every time. (2) The metallic portion of the 
reserve was unduly large. (3) A pari of the reserve was kept in 
London instead of in India. (4) There was a divorce between 
currency and banking, whereas integration is the rule in modern 
times. (5) In the absence of a central bank, the Government was 
Compelled to keep its funds locked up in “Reserve Treasuries’* 
creating financial stringency in the money market in the busy 
season. (6) Above all, the currency sytsera was inelastic. In other 
countries, bank deposits and cheques as well as notes issued against 
commercial bills lend elasticity to the currency system. Also, the 
Government funds being placed in the central bank are made avail¬ 
able to the trade. Rut in India banking was comparatively undeve¬ 
loped, oraganized bill market was practically non-existent, and the 
central bank had not yet come into existence. 

The Chamberlain Commission, with a view to introducing a 
further measure of elasticity, recommended that the fiduciary por* 
tion should be fixed as under :— 

Notes held in Reserve Treasuries plus Jrd of the net circulation 
i.e., (gross circulation minus notes held in Reserve Treasuries.) 

The Commission further recommended that the use of notes 
should be encouraged and facilities for encashment should be ex* 
tended. The idea of the Commission was to make note issue both 
elastic and popular. 

The war (1914-18) put a great strain on the Indian paper 
currency system. There was a rush for conversion of notes, and 
notes worth Rs. 10 crores were returned during the first eight months 
of the war. The fiduciary portion was increased from Rs 14 crores. 
in 1914 to Rs. 120 crores in 1919. New notes of Re. 1 andRs. 2 J were 
issued. Extra legal facilities for encashment of notes were dis¬ 
continued. 

At the end of the war, the Babingfcon Smith Committee exa¬ 
mined the Indian currency system. In order to impart elasticity 
and to ensure adequate metallic reserve, the Committee recommended 
that the metallic portion of the reserve should be at least 40% of the 
gross circulation, and, over and above the normal fiduciary issue* 
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export bills* It also recommended the removal of war-time restric¬ 
tions on the encashment of notes. The Government passed legislation 
to give effect to these recommendations. 

19* Hilton Young Commission* The Hilton Young Commission 
of 1926 recommended the establishment of Reserve Bank to which 
the sole right of note-issue was to be transferred. The obligation to 
-convert notes into silver coins was to be withdrawn. The Paper 
Currency Reserve and Gold Standard Reserve were to be amalga¬ 
mated and the proportional reserve principle of note-issue was to be 
introduced. 

The establishment of Reserve Bank was delayed until 1930. 
A Paper Currency Act was passed in 1927 according to which sterling 
securities in the Paper Currency Reserve were re-valued at Rs, 13-1-3 
to a sovereign. No other change was effected 

11. The Reserve Bank as the Issuing Authority. The Reserve 
Bank Act, which was passed in 1934, gave the sole right of note-issue 
to the Reserve Bank of India which started its operation from the 
1st of April, 1935. The note issue function of the Bank was to be 
performed by its Issue Department. 

The Gold Standard and the Paper Currency Reserves were 
amalgamated and the entire gold stock was transferred to the Bank 
which the Bank was to keep in its Issue Department. 

The assets of the Issue Department were to consist of gold coin, 
gold bullion, sterling securities, rupee coins and rupee securities. Of 
the total assets not less than 40 per cent had to consist of gold coin, 
gold bullion or sterling securities, provided that the amount of gold 
coin and gold bullion was not at any time to be less than Rs. 40 
erores in value. With the previous sanction of the Central Govern¬ 
ment, however, the Bank might hold gold coin gold bullion or 
sterling securities of less than 40 per cent of the assets for limited 
periods provided that it paid a specified tax on the deficiency. In 
actual practice, however, the bank maintained a much higher per¬ 
centage of gold and sterling securities against its total liabilities in 
the Issue Department. 

12. Expansion and Contraction of Currency. Under the 
Reserve Bank Act the assets of the Issue Department, as we have 
seen, were kept in the form of— 

(i) rupee coin including rupee notes ; 

(it) gold coin and bullion : 

(in) rupee securities, including treasury bills ; and 

(iv) sterling securities. 

Expansion of currency could be effected by increasing any of 
"these forms of assets and issuing notes of equal value from the Issue 
Department. Contraction of currency was similarly effected by 
withdrawing notes from circulation and reducing any of the assets. 
'"Ordinarily in the case of expansion the Bank increased the assets 
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of the Issue Department by transferring rupee or sterling securities 
or both from the Banking to the Issue Department or by creation 
of ad hoc treasury bills ; and in the case of contraction, reduced the 
assets by transfering securities, rupee or sterling, or both from the 
Issue to the Banking Department, or by cancellation of ad hoc trea¬ 
sury bills held in the Issue Department.’' 

An enormous expansion of note circulation took {dace during 
the war. These notes were issued againts sterling securities accumu¬ 
lated due to the circumstances arising out of the war. The total 
notes in circulation when the war broke out in September, 1939, 
were of Bs. 182 crores. On the 3rd of August, 1945, the figure stood 
at Rs. 1,133 crores, an increase of about Rs. 951 crores. The 
increase in sterling securities during the same period was to the value 
of Rs. 975 crores. 

The effects of World War II on the Indian currency system are- 
discussed in the next chapter. 



CHAPTER XXXI 

INDIAN CURRENCY AND EXCHANGE DURING 
WORLD WAR II AND AFTER 

During The War 

1. Introduction The outbreak of World War II in Septern* 
ber, 1639, threw the old currency problems into the background and' 
created new ones. The most outstanding currency problems of the 
war related to exchange control, enormous increase in the volume of 
currency and consequent rise in prices, war finance and accumulation 
of sterling. 

2. Effects on Currency. The main effects of the war on cur¬ 
rency were : («) Rush for the conversion of notes, and consequent 
( a ) rationing of rupees, (*»») issue of one-rupee and two-rupee notes, 
(iv) issue of new eight-anna pieces, (e) issue of new rupee coins of 
smaller silver content, (vi) withdrawal of old standard rupees andi 
(vii) the enormous expansion of the circulating media. The demand 
for conversion of notes, which prior to June, 1940, lees than a 
crore of rupees per week, increased to Rs. crores per week. The 
stock of rupees in the Issue Department of the Reserve Bank decrea¬ 
sed from Rs 75,47 crores at the beginning of the War to Rs. 32 crorea 
by July 5, 1940. It was, therefore, declared an offence to acquire 
coins in excess of personal or business requirements. There was an 
acute shortage of rupee coin and small coinage These dtffculties 
were, however, overcome by the Reserve Bank and arrangements 
were made to meet the reasonable requirements of the people in this 
connection. 

To meet the scarcity of rupees, the Government issued one- 
rupee notes on June 24, 1940. These notes were not convertible into 
rupee coins. In February, 1943, two-rupee notes were also 
issued. 

New half-rupee coins were issued in 1940 to meet the growing 
demand for 4-anna and 8-anna pieces. To prevent their hoarding 
and to economise silver, the silver content of these coins was redu¬ 
ced from 11/12 to 1/2 fine. In the same year new rupee coins were 
issued containing 90 grs. of pure silver and 90 grs. of base metal, 
having a security edge device as a safeguard against counterfeiting. 
Queen Victoria rupees and half-rupees ceased to be legal tender 
after 31st March, 1941, King Edward VII rupee and half-rupees 
after 31st May, 1942, and King George V and King George VI 
standard rupees and half-rupees after 31st May, 1943. Thus stand¬ 
ard silver coins of 11/12 fineness .were progressively replaced by 
quartemey coins of $ fineness. 

But the most outstanding effect of the war was tbe enompuSv 
xpansion in the circulating media with its atten^u^;, 
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To this we shall devote a separate section and also to other develop 
merits during the war. 

3. Exchange Control.— We have seen in a previous chapter 
that during the decade before the outbreak of the present war the 
• Government found it difficult to maintain the rupees sterling rate 
at Is. 6 d. It was accomplished partly by contraction of currency 
and partly on account of the export of gold after 1931, The chief 
cause of the difficulty was the serious falling off in our export surplus 
during the period of acute agricultural depression. With the out¬ 
break of the war export surplus revived on account of considerable 
export of war materials from India purchased on behalf of His 
Majesty’s Government. The Reserve Bank was consequently able to 
buy sterling in large amounts and there was no difficulty in main¬ 
taining the rate at the statutory level of is. (yd. 

While the rupee remained, on the whole, fi rra in relation to 
sterling, it depreciated in relation to the dollar, yen and the Conti- 
nental currencies following the slump in the sterling. With the peg¬ 
ging of sterliug to the dollar at 4*2, the rupee-doliar exchange became 
steady at about 332 per 100 dollars. 

Following Great Britain, the Government of India also under¬ 
took to control exchange Under the Defence of India Ordinance 
of 1939 (Part XIV) the Government was authorized <i) to impose 
restrictions on purchase of foreign exchange, (n) to acquire foreign 
exchange; (Hi) to impose restrictions on purchases and export of 
securities ; and (iv) to acquire foreign securities. Accordingly the 
Government required that all foreign exchange transactions should 
be put through authorized dealers controlled by the Reserve Bank 
through its newly created Exchange Control Department. 

For purposes of exchange control, the Empire was regarded as 
a single currency unit and was called the sterling area. No restric¬ 
tions were put on the free transfer of funds within this area. The 
purchase and sale of currencies outside the sterling area were subject 
to rigid control. 

No remittances were allowed to any country outside the ster¬ 
ling area unless the remitter filled in an application form stating the 
purpose for which the remittance was required Remittance might 
be required for : (i) payment for imports—this was allowed provided 
the applicant produced customs entry forms as evidence that the 
goods had been imported into India ; <u) petty private remittances ; 
(ill) travelling expenses—these were allowed up to a certain limit 
only; (iv) other trade purposes (freight, profit, royalties)—for these 
applicants had to submit certificates from Chartered Accountants or 
other suitable evidence of their hemg bona fide payments ; (v) capital 
remittance—these were oaiy permitted in exceptional circumstances 
and bad to be referred to the Reserve. Bank ox India. The objects 
of these regulations were to ensure that foreign exchange was only 
-sold for the finance, ot trade and for a few other japproved purposes* 
They were designed to prevent any flight of capital and to make 
-4peoalatSve operations in exchange impossible, 1 “ * 
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fwport Omirol, At first banks were given considerable latitude 
in the sale of foreign exchange. Bat as the war advanced, their 
privileges had to be curtailed. Subsequently they could only sell 
exchange, without prior reference to the Reserve Bank, for making 
payments for licensed imports and a few private remittances. A 
rigid control on imports was instituted. No import was allowed 
from outside the sterling area without licence. 

Export Control. With the* development of exchange control it 
was found necessary to institute control on the proceeds of exports 
from India to countries outside the sterling area. The Reserve Bank, 
therefore, instituted an Export Control Scheme. “The objects of the 
export conirol scheme are to ensure, first, that the foreign exchange 
proceeds of exports are returned to India and not retained abroad, 
and secondly, that exports are financed in certain specified ways so 
that the maximum exchange value is obtained. 

The balances accruing to Indians (and other citizens of the 
Empire countries) in the United States had to be handed over to 
the British Government and constituted the “Empire Dollar Pool,” 
to be utilized for purposes of war. 

Control on bullion securities and foreign currencies « In addition 
to ordinary commodities control was also exercised over the export 
and import of bullion, securities and currency notes. Export of 
gold could only be made under licence. Imports of gold were licens¬ 
ed, but were freely permitted provided they did not involve the 
expenditure of any important currency, especially dollars. 

As regards securities, these could not be acquired from any 
person not resident in India, nor could they be exported without 
the permission of the Reserve Bank. For export of foreign 
securities licence was required which was only allowed if the foreign 
exchange proceeds were surrendered to the foreign agents of a bank 
in India. 

Restrictions were also placed on the taking , of jewellery and 
cash out of India. A specified minimum could be taken out without 
licence, but beyond that a licence had to be taken from the Exchange 
Control Department of the Reserve Bank. 

Currency notes could not be imported from countries occupied 
by the enemy. This was to prevent the enemy disposing of their 
large holdings of notes captured in invaded countries. Provision, 
however, was made to encash notes in possession of bom fids evacuees 
from the occupied areas. 

4. Empire Dollar Pool. In 1939 the U.JL took over the 
control of the foreign exchange reserves of the members of 
Sterling Block. Any excess of the balance of trade that a country 
in the sterling area had with the UJK. was paid In the form of 
sterling. It is in this way that India accumulated her sterling 
balances. But besides this, the excess balance which a sterling 
country had with a non-sterling country was also liquidated by 
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the acquisition of sterling* Thus all the dollars earned by the 
Sterling area went into a common pool called the Empire Dollar Pool 
and the'country earning it got a corresponding credit in the form of 
sterling* The whole sterling area became practically one monetary 
unit and similar regulations and restrictions operated in the matter 
of exchange control. All the dollars earned were put in a common 
account and any member requiring dollars for its own purchases was 
allowed to withdraw from this comn|m dollar account in the Bank 
of England. ^ 

During the years 1939-46, India was not contributor to the 
Empire Dollar Pool Her dollar earnings were estimated at 
Rs. 405 crores and her dollar expenditure during the same period 
amounted to Rs. 240 crores Deducting Rs. 51 crores expenditure 
of other hard currencies, India made a net contribution of Rs. 114 
crores to the Empire Dollar Pool. 

But public opinion in India did not like India to continue 
contributing to the pool when funds were badly needed to be spent 
on capital goods required for reconstruction projects in the country 
itself To meet this need, $ 20 million were allotted to India in 
each of the two years 1944 and J945. India, however, could not 
take advantage of this allotment on account of the non-availability 
oi the goods required. But India was opposed in principle to such 
limited releases and wanted to have an unrestricted control over her 
dollar earnings. In 1947, India was assured of full liberty in 
utilising her dollar resources. Ample releases of her sterling bb lances 
also eased the situation. Some restrictions on dollar drawing* were 
re-imposed in 1948 and removed again in 1949. On the eve of 
devaluation, India along with other sterling area voluntarily agreed 
to cut her dollar purchases during 1949 50 by 25% of 1948 level 

5. War-time Absorption of Currency—“Among the various 
war time developments in the sphere of Indian currency, the 
enormous expansion of currency overshadowed all others‘by its 
spectacular character, its wide sweep and its direct impact on the 
daily life of the common man” 1 On the 1st of September, 1939, 
there were Rs 182*13 crores worth of currency notes (issued by the 
Reserve Bank) in active circulation 2 in India. On the 19th of 
October, 1945, this figure stood at Rs 1159 85 crores. This means an 
increase of Rs. 977 72 crores or over 53'6 per cent. 

From September, 19^9 to August, 1945, the total absorption of 
rupee coin amounted to Rs. 142*16 crores, and of small coins 
Rs. 67 59 crores. 

There was also an increase in Bank deposits, which in the case 
of scheduled banks (only their figures are available) amounted to 


1. Malhotra, t). K.—History and Problems of Indian Currency and Ex* 
change* 1947, p. 122. 

2. Circulation =«Total notes issued minus notes held in the Banking 

IDepavtaissit, « ! > 
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Us. 460 erorps from the beginning of the war up to Slab March, 
1945, 

Thu> during the whole period of the war the total increase in 
circulation was Rs, 1,198-64 crores. Of this increase 82*5 per cent 
was due to the increase in the note issue, 11*9 per cent in rupee coin 
and 6-6 per cent in small coins. 

There was, however, a decline in the velooity of ourrencv 
circulation due to increased propensity of hoarding engendered by 
the danger of the war. The public, the banks and the business 
oencerns were all anxious to maintain a highly liquid position. 
Bat this decline in the rapidity of currency circulation was too 
feeble to blunt the edge of currency inflation. 

6 The Rise in Prices —Side by side with this expansion of 
currency there was an enormous rise in the general price level, as 
shown by the table given below : 

INDEX NUMBER OF WHOLESALE PRICES IN INDIA 
(Week Ending 19th August, 1939=100) 

Agricultural-! Haw Manufao- General 
Year com nodi ties materials tores index 

1939 40 .. 127 119 131 120 

1945-46 — 273 210 240 245 

There was a close relation between rise in prices and expansion 

of currency. The following quarterly indices indicate this close 

association *— 

JULY 1939-100 

(All Figures Refer to the First Quarter of Each Year) 



1940 

1942 

1943 

1944 

1945 

1916 

Notes in circulation 

132 

204 

356 

505 

613 

705 

Wholesale prices 

125 

154 

258 

299 

301 

295 

Demand deposits 

105 

167 

273 

390 

455 

582 


7. Accumulation of Sterling Asset*, —We have seen in a 
previous chapter that before the Reserve Bank could expand its not© 
issue the assets of the Bank in the Issue Department had to be m* 
creased. In fact, such an increase in the assets did take place, as is 
shown by the following figures showing the changes in the assets of 
the Issue Department under the various heads : 

Decrease (—) or increase {+) over the figures of 


1-9*1939 on 31-8-45. 


1. 

Gold coin and bullion 



Rs. in crores 
Nil. 

2. 

Sterling Securities 

.» 

... 

+ 07*‘8 

3, 

Rupee Coins 

... 

.. 

- 58*4 

4. 

Rupee Securities .. 

• • 

• * 

+ 20.6 

& 

Total Assets 

* * 

,. 

-J 936-8 


Total Notes issue „ 



-f 030*9 
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It is clear that most of the expansion of currency occurred 
•against sterling securities. These securities represented investment 
in the form of sterling in London. This money, in other words, was 
lent by India to England. 

How did India get these sterling resources, and why were they 
kept in London in this form i To understand this, it is necessary 
to explain the system of financing supplies purchased on behalf of 
His Majesty's Government in India by the Indian Government. 

8. Mechanism of War Finance. —Some money was spent by 
the Government of India on behalf of India for war purposes. This 
money was shown in the regular budget of the Government under 
expenditure for defence. This was partly raised by taxation and 
partly by loans of various kinds. Apart from this, the Government 
■of India spent every year considerable money on behalf of His 
Majesty's Government and other Allied Governments for the 
purchase of the various kinds of war supplies. For these supplies 
His Majesty's Government made payments in the form of sterling in 
London. This sterling was partly used for the payment of Home 
Charges and partly it was used for repayment (or repatriation) of 
India's sterling debt and the rest was loaned to the British 
Government* The British Government's I.O.U's or sterling se¬ 
curities were kept in London as assets of the Reserve Bank of India. 
In the first instance they appeared as assets of the Banking Depart¬ 
ment, but were transferred to the Issue Department as need for 
rupee finance arose. Against these assets, as the law allowed, notds 
were issued in India. These notes were used by the Indian Govern¬ 
ment to purchase war supplies mentioned above. It was thus that 
currency expansion occurred in India. 

But all the sterling that was invested in sterling securities 
did not come in the possession of the Reserve Bank in this way 
Part of it was purchased by the Reserve Bank of India from 
those who imported goods from India and wanted to make pay¬ 
ments in rupees to Indian exporters. Below are given details of the 
various sources of sterling and the way the stock of sterling was 
utilized ;— 

Sterling acquit ed : 

Its. in crores 


1. Sterling assets of the Reserve Sank, August,1939 ... 64 

2. Sterling purchased by tbs Bank, September, 1939 

to March, 1946 813 

3. Sterling payments by His Majesty’s Govern neat ... 1632 

4. Other sterling credits 46 


Total received 


2664 
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Sterling utilized: 

Ks. m crows. 

K Sterling utilised far debt repatriation up to the end of 

March, 1945 411 

2* Sterling commitments of Government ... 314 

3. Sterling sales to public ^5 

4, Sterling bolding of the Reserve Bank at the end of 

March, 1945 1^34 

Total ... 2554 


9. Rupee Securitie*.-~Currency expansion took place not 
only on account of the increase in sterling securities but, m we have 
already seen, also on account of the increase in rupee securities. 
Previously under the Reserve Bank Act these securities could not 
be held in value of more than Rs. 50 crores. But by an Ordinance 
of February 1941, this limit was abolished. This enabled the Govern* 
ment to borrow from the Reserve Bank (through the issue of notes) 
against its Treasury Bills or LO.U’s. Some of these rupee securities 
were substitutes for the sterling securities held by the British 
creditors before the debt was repatriated. In so far as the sterling 
debt was paid through internal borrowing from the public, no 
expansion of currency took place. 

10. Inflation Controversy —The enormous expansion of 
currency and the rise in prices in 1943 led to the controversy 1 2 
whether this phenomenon could be regarded as inflation. One view 
represented by the Finance Member of the Government of India, the 
late Governor of the Reserve Bank and a few others was that there 
was no inflation in India. The other view held by most of the 
Indian economists and non-official public men was that a very 
dangerous form of inflation had developed in India and, if left 
uncheck'd, would bring disastrous consequences to our national 
economy. 

Those who denied the existence of inflation in India based 
their opinions on the following grounds : (a) That notes were being 
issued against sterling securities as provided by the Act, hence there 

1. As regards the method oi sterling debt repatriation, see the appropri¬ 
ate section in the chapter tn India’s Public Debt. Here it may be noted that 
the accumulation of sterling resources enabled India to reduce her sterling debt 
from Ks. 469 crores in 1938*39 to Rs. 37*4 crores by the end of 1945*46 To this 
extent tie English creditors weie paid off. Some of this debt was transferred 
to Indian creditors by internal borrowing by the issue of rupee securities 
(rupee counterparts) to the public. Some was taken up by the Reserve Bank. 
Hence the increase in rupee ^counties with the Bank. 

2, If inflation is to be defined as an expansion of the purchasing power 
due to borrowing from the central bank to meet a budgetary deficit, then 
inflation in this sense does not exist in India. On the other hand, if inflation 
is to be defined as a state of nffaiis arising out of the iailure to meet tl e whole 
of the expenditure of the Government of India and of the Allied Governments 
by means of loans and taxes raised in India, then inflation may be said to exist, 
wnce ft certain pioportion of the rupee resources required to finance the war 
costs in this wider sense, has been obtained by the sale of foreign exchange 
to the central institution,—Sir Theodore Gregory. 
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could be no over-issue ; (6) that as long as all the resource# of the 
country were not fully employed, additional note-issue could not 
lead to inflation ; (c) the rise in prices was due to scarcity of goods 
needed for civilian consumption due to diversion of resources for 
purpose of war, Therefore the real remedy was to increase the pro¬ 
duction of such goods. The rise in prices of foodstuffs was partly 
due to the stoppage of imports of rice from Burma, but was also 
due to hoarding, profiteering and lack of transport facilities The 
remedy was to stamp out hoarding, control prices and profits and to 
make transport facilities more efficient; (d) that the increase in 
currency was a result, not a cause, of high prices, high prices being 
due to scarcity of supply in relation to demand. 

11. It was Inflation.— The real truth was that the war-time 
rise in prices was due to inflation. All the arguments given to 
prove that there was no inflation in India contained a certain 
amount of truth in them, and that was why confusion arose Let 
us examine them. 

(а) If was true that if goods could move freely into and out of 
India, issuing of notes against sterling securities would not 
have caused over-issue. Sterling securities would not have 
accumulated to this extent with the Reserve Bank. Goods exported 
from India would have been paid to a large extent by imports into 
India which could not come due to conditions of war and exchange 
control. Merely the existence of sterling securities 6,000 miles 
away could not prevent the rupee from depreciating in terms of 
goods in Indian when such goods did not increase as fast as the 
means of purchasing them. 

(б) The theory that so long as the resources of a country are 
not fully employed additional currency does not cause inflation is 
true only under the assumption that these resources can be fully 
employed within a reasonably short time. India's potential 
resources may be enormous. But the point is, could they be fully 
employed within a reasonably short period ? It would appear that 
to the extent that such resources could be employed from the short 
ptriod point of view they were already fully employed The scope 
for further employment was extremely limited. In industry old 
firms had expanded. New plant and equipment was difficult to 
get. In agriculture the pressure on the soil was already great. 
Increase in the product ion of one thing (foodstuff) implied a decrease 
in the poduction of another (nonfood crops). The optimum limit 
of employment had already been reached long ago. Additional 
currency thus caused inflation. 

(c) Scarcity of particular goods might have led to a consider¬ 
able rise in their prices. But when all prices were rising, the cause 
obviously was on the side of money rather than of goods. Issuing 
money first with the hope that supply of goods would increase 
was to court inflation. Goods at the most increased by about 20 
per cent during tbe period of war. This was in spite of every 
•effort to stimulate production. Currency, on the other hand, 
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increased by over 530 per cent during the same period Mere 
control of prices could not prevent inflation* even if price control 
had succeeded. 

The increase in currency is a cause as well as a result of rising 
prices. Once the process of inflation starts* it feeds on itself. More 
currency in circulation leads to higher prices ; higher prices demand 
more currency for making the same amount of purchases ; the new 
currency pushes the price still higher, and thus the spiral of inflation 
comes into existence. The initial drive usually comes, and in India 
it did come, through currency expansion. 

"‘For all practical purposes/’ wrote Prof. Vakil at the time* 
“this operation (issue of notes against sterling received in London) 
is similar to the creation of artificial purchasing power by means of 
printing press by a Government m need, as was practised during 
the last war by several countries. 1 This was inflation because 
inflation is nothing more than a state of affairs when the volume 
of currency goes on increasing without being accompanied by a 
wrresponding increase in production.” 1 And this was what 
happened in India. From the point of view of the immediate 
present, the existence of sterling securities m London was entirely 
irrelevant. 

All modem countries 1 , e. g. % the United Kingdom and the 
U. S. A , took every pains to avoid inflation. Thus compared 
with July 1939, by the end of 1946, while prices in India 
had risen by 1K0 per cent, in the United Kingdom they had 
risen only by 73 per cent and in the United States by 43 per cent. 

1. The following statistics of notes issued and wholesale price indices 
Show how prices rose much more in India than m the U. K. and the 
U. S, A. 

July 1939—100 


Year 


India 

Notes 

Price 

l\K. 

Notes Price 

U.S A. 
Notes Price 

1st quarter of 1940 

. 

132 

125 

104 

301 

1QJ 

104 

. .. io*» 

... 

136 

120 

118 

152 

133 

108 

.. IMS 

, , 

204 

154 

147 

161 

187 

128 

„ .. 1043 

... 

:m 

238 

180 

165 

277 

136 

. .. .. 1944 

, , 

505 

298 

212 

167 

382 

13$ 

„ U45 

, . 

613 

301 

210 

170 

491 

139 

.1946 

... 

705 

295 

200 

175 

531 

... 


See Reserve Bank Report op. oit (194f-40), p. 5. 

The Present Problems. 


12. Peculiarities of the Indian Currency System —Before we 
discuss the main currency problems, we may note some peculiar 
features of the Indian currency system. 

L C. N. Vakil: Financial Burden of the War on India, p. 72. 

2. Ibid, p. S8. 
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(1) We have no standard of money and ‘there in no definite 
objective norm or measure by.which changes in values or develop* 
ments in the national economy can be gauged/ The rupee is not a 
standard coin. It is represented as a fraction of pound-sterlings 
and the only guarantee of its stability is tbe obligation of the 
Reserve Bank to maintain the rupee-sterling rate. But the value 
of pound-sterling is itself subject to fluctuations. Hence the 
Stability of exchange is really no gurantee of the stability of the 
Indian currency system. This, however, is true of most of the 
currency systems of the world* But in other countries there is 
a tendency to revert to the previous norm or standard, however 
impossible it may look. But we are not working for any such 
goal. The rupee has to be emancipated from its dependence on 
sterling in order to restore it to the position it had in the last 
century. Now that we are a creditor country, it should not be 
difficult of realization. 

(2) On account of abnormal rise in the price of silver, there is 
no possibility of making any profit from the coinage of rupees or 
subsidiary silver coins. 

(3) The progressive debasement of the rupee in recent years 
has brought it very near to the paper currency, although rupee coins 
may continue to be used for sentimental reasons. In course of time 
as banking habits develop, notes may largely replace paper currency 
and the expense of using metallic money and of keeping largo 
metallic reserve may be avoided. 

(4) There is no fixed standard of value in terms of which 
currency notes are expressed. Besides this there are two glaring 
difficulties : (a) Though the notes are unlimited legal tender, they are 
not convertible in gold or silver but only in legal tender ; (6) The 
second difficulty is “the dependence upon sterling of the currency 
note for convertibility in the shape of sterling securities.” The 
likely fluctuation of the pound-sterling is a snuice of weakness. The 
sterling securities cannot be realized and he nee the notes backed 
by them are abeady inconvertible. 

(5) The Indian currency system is not capable of automatic 
expansicn or contraction in response to changes in trade or to meet 
tbe requirements of growing economy. The rupees once put into 
circulation seldom return when their need is over ; they are hoarded. 
Again, when new rupees are wanted, they must come from the mint. 
This puts a severe strain on the country’s resources and large 
purchases of silver for the purpose upset the country’s balance of 
trade. The note issue also lacks elasticity, as reserve has to be 
maintained. “Paper money would be unable to render its full 
service to the country’s economy, so long as the reserve provisions 
are rigid as today, with sterling securities predominating; and so 
long as a close contact with the active features of the country’s 
economy, paiticularly, in regard to domestic end foreign tradie is not 
provided*” 
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<fl) ‘♦There is no co-ordination between the total value of 
money of all kinds in circulation and the aggregate national economy * 
There is very little of the go-called ‘deposit currency* which every 
modern commercial country tends to develop more and more,.,..* 
There is no co-relation—between the total volume of money in ch> 
eolation...... and the economic needs of the country, its productive 

capacity or distribution requirement/* 

13. The main problems. The main currency problems of 
India relate to the problem of the standard, the problem of ratio, the 
problem of the sterling balances and that relating to international 
monetary co-operation. 

14. The problem of the Sterling Exchange Standard. —In 

this connection the following choiceB are open to India :— 

1. Keeping to the sterling exchange standard, 

2. Adoption of a dollar exchange standard. 

3. Taking to the gold standard. 

4. Keeping the rupee free of any legal link. 

Those who favour the sterling link point out to the importance 
of sterling as an ultimate means of payment for Indian exports. 
It is likely that, in spite of the schemes of international currency 
co-operation, the? sterling bloc will embrace a large area of the 
world and the sterling link will facilitate India’s trade relations with 
this area. 

On the other band, those who are against the continuance of 
the sterling standard oppose it largely because “they fear, the 
economic situation of the United Kingdom will prevent the full and 
free utilization of sterling balances, i e , they fear that sterling will 
not be a secure basis for multilateral exchanges, and they also fear 
that there may be post-war inflation so that the value of sterling in 
terms of commodities*wi!l decline”, 1 

It is further pointed out that advantages claimed for the 
sterling standard in the past no longer exist, nor the reasons for 
which England inflated upon the sterling link. Our sterling debt 
has practically disappeared. Some of the British assets in India 
also have been transferred to Indian hands. Home charges have 
been wiped out. Moreover, England now is a debtor country and is 
not the beet place for keeping balances for exchange stabilization. 
England, on her part, wants to keep sterling free and there is a 
possibility of sterling depreciating in terms of the dollar in view of 
the comparative prices and costs in th« U.K and the U.S.A. Thus 
the sterling link will leave the rupee at the mercy of British currency 
policy irrespective of the needs of India. 

Ultimately, however, the advantages of the sterling link will 
depend upon the extent of the sterling area and our trade with such 

* Gregory: Indian Currency (Kitabktan), p. 10. 
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an area. Since we have joined the International Monetary Pond, our 
currency has developed a new link and the sterling link has become 
correspondingly weak and unimportant, It is no longer appropriate 
to describe our standard a Sterling Exchange Standard. Sterling 
link has not benefited us in the past. It has prevented us from 
following an independent currency policy, and it has been responsible 
for inflation in the country. But considering that our commercial 
and political relations with the U.K., in spite of our having declared 
Our independence, are still very close and wide, the rupee will, in 
practice, maintain intimate relationship with sterling for some time 
to come at any rate. 

15. Dollar Standard.— Some people suggest a dollar standard 
for India. Various arguments can be advanced in its favour. In the 
first place, dollar has a high prestige. The United States has come 
out. of the war as the most important single economic unit. But in 
order to have a dollar standard we must build up a Dollar Reserve 
Fund This could be done either by loans or by creating a large 
export surplus with America. A third method would be to induce 
Great Britain to convert a port on of our sterling balances into 
dollars. It is unlikely that India will be able to negotiate a loan 
with America since there are so many claimants including Great 
Britain and West European countries for such loans. Building a 
«Iollar reserve by surplus exports will also be difficult. We can 
offer very little to the United States in normal times. As regards 
convention of assets, such a transaction carried on a large scale 
wou d “probably be interpreted as a capital transaction and hence 
be subject to control” 1 by Great Britain. Even if a reserve could 
be built up, linking of the rupee with the dollar will impart to our 
economic life a great element of instability since American economic 
-activity tends a swing through a very wide arc.” As an exporter 
of primary products, the prices of which are subjeot to great 
fluctuations, India has her economic life already subjected to 
elements of instability. The dollar link will add to the instability 
because it will involve linking of the “ price and cost structures” 
(the relative relations of prices and costs) of the two countries. 

16. Gold Standard. —The case for a gold standard is not as 
strong now as it was in the past. No doubt gold will play an impor¬ 
tant role in the International Monetary Fund, 2 it is not likely that 
gold standard will be abopted by a large number of countries. If 
the rupee is linked with gold, a fluctuating relationship will be estab¬ 
lished with the currencies of the non-gold standard countries, e.g, 9 
those on sterling. Moreover, India will not possess enough reserve of 
gold to justify her undertaking the sale of unlimited quantities of 
gold, which the gold standard involves. 

17. The Free Rupee. Finally is the suggestion to have the rupee 
free of any particular link. This implies leaving the rupee free to find 


1. Gregory: Indian Currency, p. II. 

2. See section below. 
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its value through the play of market forces. Several advantages are 
claimed for this policy. The strongest argument in its favour is that 
it will enable India to offset price changes in the outside world by 
varying her exchange rate. This will leave our domestic pi ices and 
costs Undisturbed. For instance if during the last economic depres¬ 
sion we were free to change our t exchange rate as we liked, India 
could have prevented the excessive fall of prices in this country by 
lowering the external value of the rupee. 

The advantages of free exchange are sustained if only a few 
countries adopt it. Otherwise the danger is that countries may 
start competing with one another in depreciating their exchanges 
as was the experience during the past depression. Such a policy 
led to intensification of trade barriers which restricted international 
intercourse. Wide variations of currency rates are not permitted by 
the rules of the International Monetray Fund and India as a member 
of the Fund is bound by these rules. 

Absence of legal link, however, does mean that the rupee should 
be left to the unrestricted forces of the market There may be no de 
jure (according to law) link with gold or atiy other currency but de 
facto (according to the fact) such a link may be maintained. For 
instance, India may adopt a gold link without undertaking any legal 
obligation to sell unlimited quantities of gold Such a stabilization 
may be as effective in practice as a formal gold standard. This 
method admits of possibility of exchange variations. Rut this does 
not mean that frequent variations will actually take place. A 
similar de facto link can be maintained with sterling, dollar, without 
making it legally binding. 

18. The problem of the ratio. —A keen controversy has always 
centered round the ratio question in India. Rut since 1939 the 
controversy has almost completely subsided As a member of the 
I. M F. we have declared our initial ratio as la 6 d. Is it a correct 
decibion ? 

The proof of a correct ratio is that there sho dd be harmony 
between costs and prices “The rate of exchange is an index of 
relationships of price levels, balance of payments, tempo of 
economic development, etc., subsisting at any time between different 
countries ” Considering all relevant factors it seems that Is. 6dL is 
& fairly correct index of such relationships. It does not seepa to be 
out of harmony with the existing economic conditions in India. 

The ptioes in India are very high and we cannot therefore 
lower the ratio lest prices should rise still higher. Similarly, we 
must keep to the higher ratio because it cheapens imports and we 
want to import capital goods and essential consumers’ goods. For 
some time we are going to import more than export. 

A change in the ratio is necessary to rectify maladjustments 
in the economic system or to build up a favourable trade position, 
or to ward off booms and slumps from abroad There is no serious 
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maladjustment at present that we have to correct and for the other 
two objects monetary co-operation, rather than independent and 
isolated action, is essential. As a member of the Fund we are 
precluded from any such unilateral action. 

On the whole, therefore, the decision to stick to la. 6i. Is a 
wise decision. In case any change is called for, it can be easily" 
effected as the rules of the Fund permit 10—20% variation in the 
ratio. The whole position may have to be reviewed when economic 
conditions and the price levels in the world at large have become 
settled. 

On the occasion of the devaluation of sterling in September, 
1949, it was suggested that the rupee should be devalued in terms 
of sterling i,e., its exchange value should be lowered from la. 6d. to¬ 
la. 4d. Mr, 0. H. Bhaba, over former Commerce Minister, said that 
the time was very opporture for the devaluation of the rupee in terms 
of sterling. But we are emphatically opposed to this suggestion. No 
doubt India has an unfavourable balance of trade and devaluation 
may, by stimulating exports, rectify this unbalance a bit. But 
devaluation provides no permanent cure. What we really need is 
rapid economic development of the country, both industrial and 
agricultural so that we grow our own food and produce industrial 
goods for domestic consumption and for export abroad. All this 
cannot be done simply by waiving the magic wand of devaluation. 
If that were so the trick would have been done long ago. 

We are at present purchasing huge quantities of food from 
abroad. We have also to buy capital goods. A lower exchange 
ratio would make these goods proportionately dearer to us. Higher 
ratio therefore suits ue better in the present circumstances. 

Further, the lower ratio would mean higher prices. We are 
already in the grip of inflation. It is not wise to tighten this grip 
by lowering the ratio. 

In these circumstances we would prefer to stick to the present 
ratio of the rupee. 

19. Sterling Balances.—Accumulation of sterling attracted 
much attention during the war. But India has always held some 
sterling in London as a part of the paper currency reserve. The 
amount thus held immediately before tbe war was £ 48 million 
(Rs. 64 crores). The accumulation of sterling during the war, how¬ 
ever, was a spectacular affair. The sterling balances reached the 
peak figure of Rs. 1,733 crores in 1945-46, came down to Rs. 1,612 
crores in 1946 47 and to Rs. 1,565 crores in 1947 48. 

The principal source of this accumulation was the reimburse¬ 
ments in sterling to the Government of India by the United 
Kingdom for the purchase of stores and other materials and certain 
other expenditure incurred by us on their behalf and on behalf of 
other Allied Nations. A Section of the Reserve Bank Act, which 
imposed on the Bank the obligation to buy sterling to an unlimited 
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extent, was utilised for financing these supplies* It was not 
intended that this section should be utilised for Such purposes. The 
payments in sterling made by the British Government were handed 
over by the Government of India to the Reserve Bank in exchange 
for rupees* They are now the property of the Reserve Bank and 
have been invested or deposited with the Bank of England. They 
are held by the Reserve Bank partly in the Issue Department and 
partly in the Banking Department as assets against liabilities. 

But there were other sources of sterling too. (a) Dollar and 
other*non~sterling assets held by Indians acquired compulsorily and 
taken to the Empire Dollar Fool ; (6) annual dollars due to normal 
trade balance and those resulting from American military ex¬ 
penditure in India. These were also acquired and taken to the E*D. 
Pool; (c) Annual balance of India’s external account; ( d ) direct 
purchases of food and other materials by the British Government; 
and (e) expenditure incurred by Britain under Defence Expenditure 
Plan. 1 

Sterling balances represent a debt which Great Britain has 
incurred from India. Most of it* was a “forced debt” and emerged 
because of the inflationary methods of war finance adopted and of 
the compulsory acquisition of India's dollar resources. British 
opinion, however, hesitates to regard it a debt in the ordinary sense 
of the word. The Indian point of view is that this sterling repre¬ 
sents painfully accumulated savings of the Indian people and must 
be repaid to the last penny in the interest of reconstruction of India's 
economic life. 

The British opinion did not openly repudiate the sterling debt, 
but propaganda in the Press was started perhaps with a view to 
paving the way for considerable reduction. America also favoured 
a sharp scaling down of these balances. It was argued that the 
apportionment of war expenditure let off India lightly, otherwise the 
paradox of a poor country turning overnight into a creditor country 
would not have appeared. It was further said that inflationary 
prices were charged for goods supplied by India. At any rate, India 
made sacrifices in common with the Allies to defeat a common foe 
and could not claim the price. 

But the fact is that India bore her full share of the war burden 
which was out of all proportion to her income and resources. It 
was proved that the goods were supplied at controlled prices which 
were very low. India cannot be made the scapegoat and made to 
bear the 'donkey's burden'. The accumulation of the sterling assets 
has meant a severe strain on the entire Indian economy. The strain 
was caused by the postponement of internal consumption and the 
overwork of plant and machinery without replacement, and also the 
postponement of new development projects. The Indian people 

1. For the amount of sterling acquired from various sources and their 
utilisation see section 7. 
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had to sacrifice the bare necessities of life to win the victory. The* 
Sterling assets thus represent our sacrifices and suffering, our blood 
and tears, and we are entitled to full payment to re-build our war- 
battered economy. It must be said to the credit of the British 
Government that when settlement was negotiated in June 1948, 
they did not suggest any scaling down and Shanmukhum Chetry, 
the then Finance Minister, was able to declare that the ghost of 
scaling down had been finally laid. 

20. Settlement of Sterling Assets.—It has been established’ 
that our sterling assets do not represent abnormal and improper war 
gains, nor are they the result of war-time profiteering. They are 
the result of abstention forced on us and they have meant untold 
rather sacrifices and suffering on the Indian people. They have 
therefore to be paid like an ordinary debt. 

But we have also to look to the condition of our debtor. 
Economic situation in Great Britain is pretty serious. Her overseas 
investments have all been wiped out. Her shipping position has 
been considerably impaired. She has to reconstruct her war-torn 
economy. The foreign debt can be liquidated only by the transfer 
of goods and services. Thus the only way that the United Kingdom 
can achieve an orderly liquidation of the balances is by creating an 
export surplus, and obviously it would take some time for her to do 
so. Hence the time, the manner and the form in which these b il- 
ances have to be repati iated is a matter for negotiations. 

The sterling balances can be liquidated in the following 
ways : — 

(1) Importing goods from England. But it will not be to India's 
interest to import consumer goods which may compete with the 
products of Indian industries. We should utilise our sterling re¬ 
sources primarily for the purchase of capital goods required for our 
development schemes. 

(2) As Great Britain may not be able to meet our immediate 
demand for the goods we need, it will be necessary to convert a 
part of sterling assests into currencies of other countries (notably the 
U.S dollar) to enable India to make her purchases in the cheapest 
markets. 

(3) The British commercial investments in India may be 
acquired at reasonable prices. 

(4) Sterling balances can also be utilised for (a) funding of 
pensions of Britishers who served in India ; (b) acquisition of share 
in British air and shipping services ; (c) purchase of defence equip¬ 
ment, s.fr, aircraft, naval craft, etc. ; ( d ) training facilities to 
Indians in various institutions in the United Kingdom connected 
with the three Services, technical institutions and higher university 
education. 

21. Sterling Agreements.—The discussions in early 194T 
between the two Governments on the matter of settling these 
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balances were not conclusive, but an interim settlement was effected 
in August, 1047, relating to foreign exchange required by India for a 

S riod of six montbs. In January, 1948, the agreement was renewed 
r a further period of six months For the first half of 104*5, the 
convertible portion of sterling released was limited to £ 10 million 
(Rs. 13 crores). These two six-monthly agreements had released 
£ 83 million out of which only £ 3 million could be utilised. 

The practice of obtaining releases for six months proved un¬ 
satisfactory because it created uncertainties in our foreign exchange 
position and seriously interfered with a balanced import policy. Ear 
planned economic development it was necessary to look ahead for a 
reasonable period. 

According to the agreement in June, 1048, the U,K. agreed to 
release during the three years ending 30th June, 1951, a sum of £ 80 
millon (Rs. 107 crores) which, together with the unspent balance in 
our Account No 1, as on 1st July, 1948, would place at our disposal 
resources amounting to £ 160 million (Rs. 213 crores) over and above 
our export earnings during this period. The sterling balances of 
India at the time of negotiations of June, 1948, agreement were 
about £ Ilf0 million (Rs. 1,547 crores). As there were already £ 80 
million in Account No. 1, no transfer would be made to it in 1940 
but £ 40 million would be transferred each year in 1950 and 10;>1. 
In addition to £ 83 million sterling released, India took a loan of 
£ II million from the 1. M. F. in 1948 to meet the current dollar 
deficit. 

In view of the various uncertain factors affecting the economy 
of the woild in general and the U. K. in particular, the arrangement 
relating to multilateral convertibility was confined to one year, and 
it was agreed to limit multilateral convertibility to £ 15 million 
(Rs, 20 crores) during the first year. This, however, boro no relation 
to our urgent needs. The Government of India had taken over 
from the United Kingdom all their stores’ and installations which 
they had left m India at the end of the war. The price to be paid 
for them was settled at £ 100 million (Rs. 133 crores). 

The Government of India also purchased from tho U. K. 
tapering annuities to meet its liability for the payment of pensions to 
British officers retired from India. The price of these annuities was 
settled at £ 147$ million (Rs. 197 crores) for Central pensions and 
£ 20$ million (Rs, 27 crores) for the pensions of the provinces of 
India. 

After deducting the above items, the net balances in favour of 
India would be approximately £ 800 million (Rs. 1,067 crores). 
Out of this, about £ 200 million (Rs. 267 crores) may be considered 
as a normal currency reserve Thus the balance available for use 
was approximately £ 600 million (Rs. 800 crores). Interest at ‘75% 
is to be paid on blocked balances. 

India has been heavily drawing on these balanoes, In the first 
ten months of 1948-49, the sterling assets of the Reserve Rank 
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declined by nearly Rs. 556 crores* The withdrawals have been on 
account of (a) payment for sterling annuities and defence stores 
accounting for Es. 284 crores; (6) transfer of assets to Pakistan 
under all heads amounting to Rs. 177 crores ; and (c) to meet an 
adverse balance of payments on current and capital account. 

A new Agreement was entered into in 1949 which was more 
favourable than that of 1948. The main provisions of the Agreement 
concluded in July, 1949 were : - 

(1) £ 81 million was agreed to the amount of release 
for 1948^49 for which year the 1948 Agreement did not provide any 
release. 

(2) The annual release for the 32*monthly periods ending 
June 1950 and 1951 was increased from the original amount of £ 40 
million of £ 50 million. 

(3) There was to be an additional release, not specified in the 
agreement, sufficient Ho cover the liabilities out of the Open 
General Licence XI (O. G L. XI) before its* cancellation. Imports 
under the G. G. L. XI proved to be unexpectedly heavier. It was 
considered beneficial to the economies of both India and the U. K- 
not to reduce the imports all of a sudden. The TJ. K., therefore 
agreed to release additional sums required by India to meet her out¬ 
standing commitments under this head. 

(4) So for as convertibility was concerned, under the 1948 
Agreement India could draw not more than £ 15 million ( $60 million) 
in ‘hard* currency from the Central Reserves during July J 948-June 
1949. But according to 1949 Agreement India had the right to 
draw on Central Reserves to the extent of about $ 140 to $ 150 
million. 


It was also agreed that the dollar overdrawals of the previous 
years need not be reimbursed. At the time of 1948 Agreement 
India’s ‘hard* currency deficit was estimated betweed $ 160 and 
$ 180 million. She was expected to reduce her deficit to the former 
figure and to finance the rest of it by borrowing $ 100 million from 
the International Monetary Fund. Actually India’s exports proved 
to be substantially lower and her imports much higher, so that her 
"hard’ currency deficit was provisionally put at $ 217 million. To 
meet this deficit Lidia borrowed during this period $ 56 million 
from the I. M. F. The U K. agreed in February, 1949, to advance 
India the necessary ‘hard’ currency as an overdrawal till the next 
agreement. This overdrawal was estimated on June 30, 1949 to 
be $ 84 million. Under the February arrangements this overdrawal 
had to be reimbursed. It was agreed that this amount need not be 
re-imbursed. , 


To guard against the widening of the ‘hard* currency gan 
irrespective of her export earnings, India was required to limit her 
imports from the dollar area to 75% of the. amount -She spent on 
imports in 1048. This,, however, was exclusive of ahy import she 
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It cannot fee denied that the 1949 Agreement was considerably 
more liberal than the previous year's agreement. But it was feared 
•that, considering India's balance of payments position, the amount 
of sterling releases, especially the convertible portion of it, may yet 
prove inadequate. This position is undoubtedly very grave today, 
as her exports have shrunk, whereas there is no near prospect of her 
being able materially to cut the imports, especially from the dollar 
area. India has to import huge quantities of food and a very large 
^quantity of capital goods for her development projects. The prices 
in the U. K. compare unfavourably with those in the dollar areflu 
It will be obviously not in India's interest to confine her purchases 
to the sterling area. Ihere is, therefore, a limit beyond which 
we cannot cut our dollar imports without endangering the economic 
and political stability of the country. India occupies a key position 
and is thus entitled to every consideration from the U. K, and 
the D. S. A. So far India has been meeting trade deficit by heavy 
withdrawals from the I. M. F. But she cannot go on doing this 
indefinitely especially, because higher rate of interest has to be paid 
with increased borrowings. The U.K, is building up a Welfare State 
and can certainly afford to show better appreciation of India's needs 
and difficulties. 

We should, however, remember that the settlement of Sterling 
Balances, however satisfactory, is no answer to the country's 
trade problems, which can be solved only by increasing our export 
earmngs. 

The latest settlement in this connection was made in December, 
1950 It provided for a release up to £ 35 million from our sterling 
balances m each of the six years beginning with July, 1951. Any 
amount not drawn m any particular year was to be carried forward 
and added to the releases of the later periods. In case the Govern- 
t)f India felt it necessary to draw from the releases of the subsequent 
periods a sum exceeding the annual release by more than £ 5 
million, it would be done by mutual consultation. 

The latest balance in our sterling account (in December 1950) 
was £ 619 million. It is really a pity that we have had to live on 
capital so far in the postwar years. We have spent our war-time 
savings in the form of sterling balances merely on the purchase of 
food and other consumer’s goods. It will be better that if the 
«ix years' releases now agreed upon are utilised in builing up the 
productive power of the nation through various economic develop¬ 
ment schemes. 

22. International Monetary Fond.—In 1943, international 
monetary plans were prepared by the United Kingdom, the United 
States and Canada. Out of the fusion of these plans and discussions 
at the Brettonwoods Conference in the Bummer of 1944 an inter¬ 
national monetary scheme emerged. This resulted in the 
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establishment of an International Monetary Fund and an Inter¬ 
national Bank. 

The main features of the International Monetary Fund are* 
given below:— 

(i) Out of subscriptions of member countries a Monetary Fund 
amounting to 8*8 million dollarsh as been created. 

(ii) A member country must pay its subscription according to 
the quota allotted to it. Twenty-five per cent of the quota or 10 per 
cent of its holdings of gold, whichever is smaller, must be paid in the* 
form of gold, the balance being paid in the form of local currency. 

(Hi) The resources of the I. M. F. are kept in the form of gold 
or local currencies. The latter are kept in the central bankB of 
member countries. 

(iv) The purpose of the Fund is to promote exchange stability, 
to avoid competitive exchange depreciation and to facilitate the 
expansion of international trade through the multilateral converti¬ 
bility of national currencies All exchange restrictions and controls, 
discriminatory currency arrangements, and multiple currency 
practices which are not approved by the Fund have to be finally 
eliminated. Some restrictions, however, are allowed during the 
transition period. 

The Fund's annual report for 1949-50 appealed to tlie surplus 
countries like the TJ. S. A. to lower tariffs and abolish trade pre¬ 
ferences, and other import limiting devices. It said that it was in 
the interest of surplus countries to help deficit countries to re¬ 
establish a strong and well-balanced pattern of international pay¬ 
ments. 

(t>) The chief function of the Fund is to purchase and self 
currencies of member countries for one another. The condition, how¬ 
ever, is that the Fund’s holdings of any member country's currency 
shuuld not exceed 200 per cent of its quota. 

(vi) The debtor countries can get accommodation from the 
Fund to the extent of 75 per cent of their quota plus an addition of 
25 per cent each year subject to a maximum of 200 per cent of their 
quota. These conditions may be relaxed at the discretion of the 
Fund. Thus a debtor country will be saved from gold exports and 
consequent deflation (as happened under gold standard) through the 
help of the Fund, 

(vii) Creditor countries whose export surplus exceeds 75 per 
cent of their quota will have their currencies declared scarce. Such 
currencies will be rationed among countries needing them. The 
1. M. F., however, can increase the supply of scarce currencies by 
borrowing or purchase of gold. If even then these currencies are not 
enough debtor countries must restrict their imports from creditor- 
countries. 
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(mi) Member countries ar© required to fix parities of their 
mttmoim with gold. An all-round uniform change in these parities 
can be brought about by the consent of member countries ©Ohiri* 
buting individually more than 10 per cent of the aggregate quota. 
Such members are the U.S.A., Great Britain and Russia. 

{iz) Apart from this, the member countries ©an alter exchange 
value of their currencies by 10 per cent. Another 10 per cent change 
©an be brought about by the consent of the Fund. Changes beyond 
this can be brought about, with the consent of the Fund, only to 
correct a fundamental disequilibrium. 

(z) To prevent member countries from taking advantage of 
the Fund and*aZso building up gold reserves, the Fund may require 
a member who has increased its gold holdings at the end of the year 
to use one-half of such increase to purchase its own currency. 

( xi) The Fund is not to interfere in the internal economy of 
member countries to restore equilibrium in their balance of 
payments, 

(xii) Members can withdraw from the Fund by a simple notice 
in writing. 

(Wu) The Fund is managed by an Executive Board of twelve 
Directors on which India, China, the U. S A , Britain and Franco 
have a permanent seat each. Two seats go to the Latin American 
Republics, while the other five are filled by election. 

These are then the main features of the Fund. It is a compro¬ 
mise between the previous British and American plans. It gives 
great freedom of action to countries, and does not interfere with their 
internal economies. In fact it is a system of exchange stabilisation 
funds evolved by individual countries during the depression years 
carried to an international plane. Though gold is no longer as im 
portant m settlement of international obligations as under go d 
fctandaid, that metal still plays an important role. The plan avoids 
its concentration in a few countries as happened during the inter-war 
period, 

23. India and the I. M. F.—Ideally speaking, no international 
monetary plan should be acceptable to India unless certain condi¬ 
tions aie satisfied. These conditions and the extent to which they are 
satisfied under tha I. M. F. are given below :— 

(а) India should be free to change her link with the sterling 
and to change the ratio of her exchange according to her own 
needs. The Fund does not impose any obligations on India to conti¬ 
nue the sterling link. India can fix her parity with gold. The Flinch 
provides for a sympathetic consideration for changes in exchange 
rates. 

(б) After the war due to the practical disappearance of her ster* 
ling debt and prospective reduction of her “Home charges’* India 
will not need to have so much favourable balance of trade as in the 
past. The Fund should leave India free to balance her international 
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^fcoont by reducing exports rather than by increasing imports. 
Since the Fund will not interfere in the internal economy of the 
members thifc autonomy is also preserved, 

(c) India should be free to use her fiscal policy in the interest 
of her own industrial development. In this respect also the Fund will 
^presumably recognize the autonomy of the members. 

(d) India should have the benefit of the Fund to receive back 
her sterling assets from Great Britain in a multilateral manner. This 
is the weakest point in the scheme from the point of view of India. 
The plan makes no reference to war-time balances. Such matters, 
presumably, have been left to bilateral negotiations between the 
parties. 

(e) India should be given a permanent seat on the management 
ttf the Fund. This she has got now, though not provided in the 
.scheme originally, because Russia has kept out. 

The Brettonwoods Conference also proposed an International 
Bank for Reconstruction and Development. Since a country must 
become a member of the I M F. in order to be a party to the Bank, 
it is necessary to know what advantages the membership of the Bank 
will bring to the participants. 

India’s quota in the Fund is $ 400 million and in one year 
^March 1948— March 1949) she has borrowed no less than $92 million. 
This is a short-term finance and is used for currant purposes, mainly 
to meet deficit in the current balance of payments. India has the 
reputation of the most persistent operator on the Fund and in 
April 1949, she had exhausted her dollar purchasing authority with 
the I.M.F. 

A mission under Mr H. H. Parsons, Fund’s Director of Opera¬ 
tions, visited India in March 1949, to investigate the possibility of 
granting to India further dollar purchasing authority. It is recognised 
that India’s heavy drawings have been the result of exceptional cir- 
cumstance® calling for heavy imports of foodstuffs. 

24. Advantages of participating in the International Mono* 
tary Organisations • There is more than one reason why India 
should participate in the new schemes in spite of their shortco¬ 
mings. 

India needs large amounts of capital for her development. 
This she can obtain through the facilities provided by the Bank. 
The Bank can at the same time help India in the repatriation of her 
sterling assets. She can give these balances as securities for 
obtaining loans. “The machinery of the International Bank,” 
in the words of Dr, Rao, “could be most useful for India for getting 
a part at any rate of her sterling balances liquidated in the 
immediate post-war period ; and to this extent offset the dis- 

1. Dr, V, K. R. V. Rao:—Indian and International Currency Plans, 
.p« 98, 
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advantages accruing to India by the exclusion of war-time balances- 
from tie LM If** Ibis would be possible “if arrangements could 
be made with the United Kingdom tor her to pay the amortisation 
amount due on loans that India can obtain from the International 
Bank. Thus India can get the capital she requires at once ; anil 
England will get enough time to liquidate her sterling balances, as 
the amortization period will extend over a period of at least 
years/' 1 India has already got a seat on the Executive Board and 
it should keep it, even if Russia decides to come in. 

India should also continue the membership of I.MJ\ first* 
because she cannot be a member of the Bank without being a 
member of the Fund. Secondly, because India’s balance of trade Is 
likely to be unfavourable for some time to oome due to pent-up 
consumer's demand and necessity of capital imports for industrial 
development Membership of the Fund will help her in maintaining 
her balance of payments. Thirdly, since other countries have joined 
these schemes, India does not want to be isolated m the inter¬ 
national field. She must play a part in shaping international deci¬ 
sions, and this she cannot do if she keeps out of the schemes aiming 
at international co-operation. India has thus done well to join the 
schemes. 

25- Devaluation. In the post-war years, the balance of 
payments position of the sterling area, and oi the U.K. in particular, 
vis a-vis the dollar area was fast deteriorating The problem, how¬ 
ever, is not a new one. Since the ’thirties the sterling area was 
finding it difficult to achieve a balance of trade with regard to the 
dollar countries, so much so that m 1938 the total deficit was £ 130 
million. But in the post-war years, the dollar gap assumed dangerous 
dimensions. From £ 226 million in 1946 it rose to a huge figure of 
£ 1,024 million in 1947, Only by a drastic cut in expenditure it was 
brought down to £ 423 million in 1948. In the second quarter of 
1949 it was running at an annual rate of £ 600 million. As a result 
the Central Reserve of the sterling area was being fast depleted. 
From £ 652 million on March 31, 1948, it fell to £ 471 million on 
March 31, i949 and furthe to £ 40o million on June 30, 1949. 

There were several causes responsible for the dearth of dollars 
and the ever-widening dollar gap. The sterling area had oome in¬ 
creasingly to depend on supplies from America. The high cost of 
production of British goods impeded exports. Large payments in 
dollars had to be made to countries outside the sterling area e.g., 
Belgium and Switzerland. Recent recession in U S. business activity 
and commodity prices led to a fall of nearly one-half in imports of 
raw materials etc. from the British colonies. Also, during the war 
the American industry had attained a much higher technical efficiency 
leaving the countries of the old world far behind An American 
worker on average produces now four times as much in an hour as 
a worker in the European industry and six times as much as in 


1. Ibid, p. 90. 
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agriculture. On the other hand, there was inflation, and in some 
eases hyper-inflation, in the countries of the sterling block. Too 
touch money was chasing too few goods. The price index went sky* 
rocketing. The cast of living shot up and so did the wages. With 
the result that exchange value of their currencies, in terms of dollar 
ineluding that of Great Britain, was out of tune with their purchas¬ 
ing power. Moreover, the real value of exports and invisible income 
had fallen due to a rise in prices. The basic explanation of the post¬ 
war dollar problem is that the war has destroyed the balance between 
production in the dollar area and the rest of the world. The result 
is that the demand of non-dollar countries for dollar goods far 
exceeds the demand of dollar countries for non-dollar goods. 

Before tbe war Great Britain would have met the deficit in 
her balance of payments partly by her ‘invisible’ earnings from 
over-seas investments in shipping, banking, insurance, etc., and 
partly through the dollar earnings of her colonies. But war-time 
destruction and sale of overseas investments to finance the war had 
dried up these sources. Great Britain tried to meet this deficit by 
drawing on U.S. credit which was exhausted early in 1948, on 
Canadian credit of which only £ 50 million were left in July 1949, 
by the South African gold loan of £ 80 million, Marshall Aid pay¬ 
ments and drawings on the International Monetary Fund, Obviously 
Britain had come to the end of the tether. Situation was indeed 
very serious and could not be allowed to continue. Marshall Aid 
would not flow in for ever. Britain was confident to rectify the 
disequilibrium in the balance of payments by reduction in costs 
through improvements in technical efficiency. Bub that was a 
long-term affair. The situation in the second quarter of 1949 had 
deteriorated so much that a drastic remedy was culed for. Speaking 
in the House of Commons, bir Stafford Cripps said, "We have 
improved our productivity, but not quickly enough. Time is now 
so short and our resources have got so low that a change in the 
dollar rate is the only way in which we can get our prices down 
quickly enough.” 

The Commonwealth Finance Ministers met in a conference in 
London in July 1949, to find the way out. The conference was 
preceded by high level talks between Sir Stafford Cripps, Great 
Britain’s Chancellor of the Exchequer, Mr. John Snyder, U.S. 
Secretary for Treasury and Mr. D. C. Abbot, the Canadian Finance 
Minister. Sir Stafford Cripps announced that Great Britain would 
cut dollar purchases by 25% of what they were in the preceding 
year. Commonwealth Finance Ministers also agreed to recom¬ 
mend a similar action to their respective governments, although 
it meant starvation or economic stagnation to the economically 
under-developed members of the Commonwealth like India. But 
the cut in dollar purchases was only a negative act, a ‘mark time 
measure’ as Cripps called it. 

The Commonwealth Finance Ministers* Conference wae followed 
fy ft conference in Washington between the representatives of Great 
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Britain, the United States and Canada. Among other things, 
America was asked to lower tariffs and to Taise internal prices if> 
facilitate export# from the sterling area and to resort to stock piling 
commodities Eke rubber and tin to enable the sterling area to 
earn dollars* A ten-point programme was drawn up which was 
-expected to bridge Britain^ dollar gap by the middle of 1952. It 
•also seems that Great Britain's mind was made up on the devalua¬ 
tion of Sterling, although Sir Stafford Cripps had vehemently 
repudiated the suggestion even a short while before. 

On 18th September, 1949, was announcd the devaluation of 
pound sterling by 30‘5% so that it was equal to $ 2*80 instead of 
$ 4*03. AH the other members of the Commonwealth followed suit 
-except Pakistan. Even Canada devalued her dollar by 10%. 

The Indian rupee was devalued in the same proportion as 
pound sterling. The sterling value of the rupee was maintained at 
Is, 6d., but m terms of the American Currency it fell from 32 cents 
to 21 cents, While announcing this devaluation in the Indian 
Parliament Dr Matthai, the then Finance Minister, admitted that it 
was only a defensive measure. Hq said, “I feel that in this matter 
I have had to act not to conviction born of logic necessarily, but, so 

to speak, by the compulsion of events. Since the sterling was 

devalued.there was no other course open to us." We had 

to devalue lest our currency should become over-valued in relation 
to the currencies of the sterling area which would have made Indian 
$oods dearer there. Independently, the economic situation in India 
was not such as to necessitate devaluation of her currency as it was 
necessary for Great Britain. But as a member of the sterling block 
India had to fall m line with the other members of the block. 
Nearly three-fourths of India’s exports go to sterling area countries* 
If India had not devalued, it would have become costlier for these 
countries to buy from India. Our exports whould have not only 
greatly diminished but would have perhaps been altogether wiped 
out in certain directions. The competitive strength of Indian 
industry would have been seriously under-moved. India at present 
is so vulnerable economically that it was hardly wise for us to take 
risks by adopting any other course. India thus had no other 

alternative than to devalue her currency also in terms of the dollar,, 

€ 

But our dependence on the dollar area for food, capital goods 
and other essential materials, and non-devaluation by Pakistan 
created quite a difficult situation for us To meet this situation 
the following eight-point programme was announced 

1. Formulation of a trade policy which would reduoe our 
requirements of foreign exchange to the minimum, but keeping in 
view the essential requirements of the country. 

2. To bring down, by the use of our bargaining strength, the 
prices of industrial materials that we may nave to import from 
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countries whose currencies have appreciated ip terms mar 
currency, * 

}*/ 

3. To prevent a rise in speculative prices by regulation of 
credit and by tbe adoption of other legislative or administrative 
measures* 


4. To draw some benefit from devaluation by imposing duties 
on exports to hard currency areas. 

5. To stimulate investment and encourage production by art 
intensified savings drive and extension of banking facilities in rural 
areas. 


fi. To give facilities for voluntary settlement of taxes in 
respect of war profits so that the hidden capital may come out and 
help production. 

7. To launch an economy drive with a view to effecting 
saving in public expenditure to the tune of Rs. 40 crores m 3949-50 
and not less than twice that sum in 1950-51. But more money 
may be provided for developmental expenditure if the measures, 
adopted for stimulating investment meet with success. 

8. To reduce prices of food grains, other essential commodities 
and manufactured goods b} 10%. The states, however, opposed 
the reduction of food procurement prices without at the same tune 
reducing the prices oi commodities entering into the cultivator’s cost. 
The negotiations with the textile industry for a reduction of cloth 
prices by 10%, however, proved move successful. 

Consequences of Devaluation. It follows from the operation of 
the principles of foreign exchanges that the devaluation of the rupee 
In terms of the dollar must have the following consequences :— 

1. Those clever speculators in India and Great Britain who 
managed to transfer their funds to the dollar area on the eve pf 
devaluation were able to increase their funds by 30% overnight. 
On the other hand, all business men, students and others who had to 
meet obligations in dollars with their rupee and sterling resources, 
were losers to the same extent. These are, however, momentary 
and minor consequences. 

2. Another minor effect was n loss in the value of sterling 
balances by 30% in so far as they were utilised in making purchases 
In the dollar area. 

3. Exports to the dollar area were stimulated, because the same* 
amount of dollars enabled an American to purchase a larger quantity 
of goods in India inasmuch as the rupees had become cheaper in, 
terms of dollars. On the other hand, imports from dollar area must 
be discouraged because larger number of rupees have to be paid to 
bpy goods in America having the same worth in dollars as before* 
India was thus unable to buy capital goods and food from America* 
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This has added to the difficulties of our food situation and hampered- 
our development schemes. The effect on the balance Of trade 
position depends on (a) elasticity of demaid for our exports* 
(ft) elasticity of supply of these goods, and (c) whether prices 
remain the same. The Government intervention in the form of 
import restrictions and exports promotion (e.g. t abolition of export 
duty on cotton textiles) is likely to complicate matters and disguise 
the real effects of devaluation. 

Let us see how our balance of payments has been affected by 
devaluation. 1 That devaluation gave a favourable turn to our 
balance of payments is evident from the fact that in the quarter 
immediately following devaluation. There was a surplus of Rs. 41 S 
crores for the first time since the first half of 1948. The first 
quarter of 1950 again showed a surplus, but the quarter April-June 
1950, showed a deficit indicating that the immediate stimulus of 
devaluation had spent itself. The exports to the hard currency 
areas rtaehed their peak in the first quarter of 1950 being 69% 
higher than in the corresponding quarter of 1919. But they de¬ 
clined in the second quarter of 1950, showing that the stimulus of 
devaluation had ceased. This decline cannot be regarded as a 
seasonal phenomenon because experts as a whole did not show any* 
such variation. During the six months following devaluation the 
overall average volume of exports rose by about 49% as compared 
with the six months preceding devaluation. The transformation of 
a trade deficit of Rs 34T crores in the third quarter of 1949 into a 
surplus of Rs. 29 6 crores in the next quarter of 1949 was due to a 
rise in exports and a fall in imports and may be regarded as an 
achievement of devaluation. In the year ending 31st March 1950* 
India had a trade deficit of Rs. 4*70 crores, but in the months 
following devaluation India maintained a favourable trade balance 
and her net dollar earnings averaged Rs 5 crores. 

It was due to this improvement in the balance of payments 
that for the first time in the post-war period, the year 
July 1949—June 3950 ended without India’s drawing anything 
from the sterling balances. 

Exports of our cotton textiles reaped a special benefit from 
devaluation inasmuch as there was a phenomenal increase in these 
exports following devaluation. They seem to have replaced other 
textiles in the foreign markets because devaluation made them (is** 
other textiles) unattractive. The average earnings from this source 
rose from Rs. 2 5 crores in the nine months preceding devalution to 
Rs. 7*7 crores during six months following devaluation. This may 
be regarded as a permanent benefit of devaluation. 

4. Devaluation has created difficulties in the way of our 


1. For detailed examination read ^India’s Balance of Payment®, January 
1949— June I960 by SL D. Beehmukh in Baser ve Bank Bulletin* August 1950*- 
p. 591 . 
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obtaining raw materials like cotton and into from Pakistan and made 
materials ind accessaries from dollar area costlier. To this extent 
it has adversely affected industrial production. 

6. Although devaluation has completely justified itself by 
redressing the unbalance in our balance of payments, yet it has not 
been possible to curb the inflationary trend. No doubt immediately 
following devaluation, the Government was able to bring down the 
prices of essential commodities like cereals, cotton yarn, cloth, pig 
^ton and steel. The general price index fell by about 3% to 381*3* 
But by June 1950 this gain was lost and the index rose to 395’fi: 
The general wholesale price index has been steadily going up. The 
crop failures and floods have worsened the food situation and 
famine conditions prevailed in certain states. Consequently the 
food prices have been soaring higher and higher. So far as the two 
raw materials, viz , cotton and jute are concerned non-devaluation 
by Pakistan has made them scarce. A tight control over imports 
also created a shortage of goods The Korean War and the increas¬ 
ing threat of the extension of war has led to stockpiling of essential 
goods and materials by all countries, 

The increased demand at home without the prospect of imports 
from abroad has led to rising price level to an alarming extent. 
The price index touched the high water-mark of 413 5 m the first 
week of October, 1950. 

Thus the Government has found it really difficult to hold the 
price line. But it must be admitted that the devaluation cannot 
be held as solely responsible for this situation, 

The fact is that devaluation is no sovereign remedy for the 
economic ills of a country. At best it can only give a temporary 
stimulus It is an artificial process by which home goods can be 
sold cheaply abroad. The real remedy lies in production, more pro¬ 
duction and at reduced cost, and in the curtailment of consumption. 
Devaluation has certainly improved the competitive strength of the 
sterling area. Before devaluation the position of sterling was weak 
and that of the dollar strong. But now sterling has become strong 
and the latter has softened a bit The Central Reserves of the 
sterling area have been doubled and the dollar gap which was ex¬ 
pected to be bridged in the middle of 1952 has been bridged even 
now. The British Chancellor of Exchequer Hugh Gaitskett 
announced the suspension of Marshall Aid to Britain from 1st 
January, 1951, one year and seven months earlier than the scheduled 
time. This is no mean achievement. 

28. Non-devaluation by Pakistan*—While India devalued 
her currency in terms of the dollar as every other member of the 
sterling block did, Pakistan preferred to ply a lonely furrow and 
-decided on non-devaluation. In spite of protestations to the con¬ 
trary, the belief persists in India that considerations other than 
^economic swayed Pakistan in this matter. 
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Pakistan has tried to jnstisfy her action on several economic 
grounds. Only a cursory examination of these, arguments wili be 
enough to expose their hollowness. We give below their efeiif 
arguments with our observations thereon :— 

(a) ft is argued that Pakistan has a favourable balance of 
trade and has no fundamental disequilibrium to rectify. But 
Pakistan’s favourable balance is uncertain and unstable. It is 
merely a passing phase. Only with regard to India Pakistan has 
a favourable balance but with regard to the rest of the sterling area 
she has a very large unfavourable balance. It is only her favourable 
balance with India that is helping her to finance her purchases from 
the rest of the world. But favourable balance with India is Jfrased 
on the parity between the Indian and the Pakistani rupto, Once 
this parity is gone, the whole thing changes. Pakistan’s favourable 
balance depends primarily on India's purchases of cotton and jute 
from Pakistan But selfinterest and instinct of sheer self-preser¬ 
vation has compelled the Indian industrialists not to purchase these 
commodities at Pakistan prices Moreover, a vigorous drive to 
attain self-sufficiency in India is going on at present. If India does 
not buy from Pakistan her favourable balance evaporates in thin 
air. It is altogether adventitious. Pakistan’s favourable balance 
will also disappear when she launches her industrial development 

? rogramme and starts buying capital goods and other accessories* 
he over-valuation of the Pakistani rupee must discourage exports 
to India and the rest of the sterling area and encourage imports 
from that area. This must turn the balance against Pakistan. Her 
exports to the dollar area too must fall relatively to exports from 
the sterling area, because the dollar countries will find it cheaper 
to buy from the sterling area on account of the devaluation of 
their currencies. The cumulative effect of all such developments 
will be that Pakistan will, in course of time, be faced with an 
adverse balance. Pakistan seems to have an exaggerated idea about 
the needs of Indian industry and the staying power of the 
Pakistan grower. 

(b) Pakistan also argues that her internal price level does not 
call for devaluation of her currency. But as Dr. John Matthai 
pointed out in the Indian Parliament, "the difference between the 
levels of prices of the two countries, on the basis of international 
statistical publications, was by no means such as to justify this 
•enormous disparity between the relative values of the two 
currencies,” 

(c) Another argument is that, by non-devaluation, Pakistan 
would be able to obtain capital goods more cheaply from the sterling 
area and not more expensive from the dollar area. But it is a mere 
pretence. Pakistan at present has no big programme for purchases 
of capital goods, although she has quite an ambitious programme of 
buying guns and ammunition. Out of Rs. 85 erores of capital budget 
for 1948-46 and 1949-50, there was a provision of a paltry sum 
of Rs, 5| mores for industrial equipment. 
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(d) A consideration which seems to have weighed with 
Pakistan is that Indian demand for her cotton, jut© and food grain* 
is inelastic so that India will have to buy them whatever the price. 
This expectation of theirs has been belied, Tb© Indian industrialists 
have refused to oblige them. The growers of these crops in Pakistan 
have been hit very hard. 

(e) Another temptation before Pakistan has been that her debt 
to Indisk, will be reduced by a stroke of pen, if Pakistani rupee i* 
put up relatively to the Indian rupee. But the value of Indian 
debt will be affected only to the extent that the prioe level in India 
is permanently increased. If this does not happen Pakistan will 
have to give the same quantity of goods. Pakistan is welcome to 
delude herself with the thought that she is paying a smaller number 
of Pakistani rupees. To India the number of Pakistani rupees is 
immaterial, for international obligations are met by sending goods 
and not currency 

( f) One aim of Pakistan in non-devaluation was to bring about 
a disinflation so that the internal prices may be brought down to a 
reasonable level. But instead of healthy dis-inflation, Pakistan has 
been caught in a whirl-pool of deflation. Prices of agricultural 
commodities have registered a steep fall. The purchasing power of 
the masses, who are mostly agriculturists, has been seriously under¬ 
mined. Non-devaluation has not therefore improved the economic 
conditions in Pakistan. 

Thus considering objectively and on eoonomic considerations 
there is little to commend Pakistan’s action in over-valuing her 
currency. As Dr. V. K. R. V. Rao remarks, “over-valuing one’s 
domestic currency without reserves, with an unstable and uncertain 
balance of trade, and with an under-developed economy based on 
primary goods and needing foreign capital, is a costly gamble for an 
essentially poor country to undertake.” The conclusion is inescap¬ 
able that Pakistan has been led by psychological, sentimental or 
political considerations. Id may turn out to be a case of cutting 
one’s nose to spite one’s face. For sometime to come the economies 
of the two countries must remain inter-dependent and economic 
co-operation between the two is indispensable for the welfare of 
both. It is essential that the par value of the Pakistani rupee” 
should be fixed on an objective study of the relevant factors like the 
terms of trade and the relative price-levels. 
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CHAPTER XXXll 

PUBLIC FINANCE 

1. Importance of Public Finance. The nature of Indian 
financial system affects to a very large orient the various aspects oF 
Indian economic life* Conditions of trade, industry and agriculture, 
insofar as they depend on the support and guidance of the State, 
must need be influenced by the financial structure of the country. 
If the people are illiterate, it is only because the State cannot spare 
the amount of money which will be sufficient to remove illiteracy 
within a reasonably short period. If the roads are bad and in¬ 
sufficient, hospitals ill-equipped and inadequate in number, if there 
are alums, if the mortality rate is high, it is all due to the fact that 
sufficient money is not forthcoming to accomplish these very desir¬ 
able objects. The system of public finance, therefore, has a bearing 
on economic life which cannot possibly be over-estimated. 

Besides, public finance in modern times has assumed a new 
importance. It does not merely deal with the ways in which the 
State raises revenue and the directions in which it spends it. It has, 
on the other hand, a purpose behind it It is used as an instru¬ 
ment to even out the uneven distribution of wealth in the com* 
munity. The object of imposing taxes is not merely to raise so 
much money but to raise it from certain sections of the community, 
generally the more prosperous ones, and the public expenditure 
so designed as to benefit the poor. These ulterior motives have 
imparted to the study of public finance a new interest and a new 
importance. 

2* Some Factors that Govern Public Finance in India* We 

have just said that economic conditions of a country are governed 
by the system of public finance obtaining there. But the reverse 
of it is equally true. The economic, social and political factors of a 
country, too, largely control and condition the financial system that 
prevails there. It is very much true in the case of India. The 
sources of Indian public revenues as well as the items of public ex¬ 
penditure in India are the outcome of our peculiar economic, social 
and political conditions. 

The following are the chief factors that govern public finance in 
India:— 

(i) Predominantly Rural Character—Isolation and Self-Sufficiency 
of the Village . As the villagers generally consume what is produced 
in their vicinity, it necessarily restricts the scope of internal excises 
only to a few articles, such as salt, sugar, matches, kerosene and 
alcoholic liquors, for which the villager depends on outside supply. 
The scattered and isolated character of Indian villages requires 
more expenditure, if an efficient and adequate system of publio 
health, communications and transportation is to be maintained* 
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(it) Dependence m Agriculture. t About t*o4hirds of thf 
people depend on ajgrieuliure. When a large mass of the people 
pursue we occupation, they will naturally loom large in the system 
of taxation. This explains why every agriculturist contributes to 
public revalues in India, whereas most of the non-agriculturists gp 
scot free. 

This exclusive reliance on agriculture affects public finance in 
other ways. Agriculture depends on rain which is not always 
timely, adequate, or evenly distributed. More than four-fifths of" 
the total cultivated area depends on uncertain rainfall. Uncertain 
character of the Indian monsoons is a serious and disturbing factor 
in budgetary calculations. That is why Indian budget has been des¬ 
cribed as a “gamble in the monsoons*', and, as the Indian Statutory 
Commission remark : ‘‘its arrival continues to be a subject of deep 
concern, not only to the cultivator and the administrator, but to the 
Finance Member/' Failure of rains causes land revenue to shrink 
through remissions and suspensions, and necessitates expenditure on 
famine relief and taccavi loans. This is the effect on the provincial 
finance. But the finances of the Central Government also do not 
escape the injury. The diminished purchasing power must affect 
imports, general trade activity and earnings of railways. Hence 
customs, income-tax and railway earnings all have a tendency *o 
shrink. Predominance of agriculture also explains why income-tax 
in India does not occupy as important a position in the tax system 
as it does in other industrial countries. With us land revenue is 
more important, whereas it is of minor importance elsewhere. 

(Hi) Poverty . The poverty of Indian masses explains the low 
taxable capacity and the low yield ol our taxes. It limits the Scope 
of further taxation. Our public expenditure on public health, 
education and other beneficent activities, or “nation-building" 
activities, as they are usually called, is extremely low. This is due 
to the poverty of the tax-payers and the extremely limited resources 
of the State. 

(iv) Inequalities in Wealth and Taxation. There are great 
disparities in the distribution of wealth ; and there are as grave 
inequalities in the distribution of taxation. 

iv) Traditions of Centralized Administration . ' India has long 
traditions of centralized rule, and Indians have always looked on to 
Government to do so many things for them. There is, therefore, in 
India an urgent need for expansion and increase of public expendi¬ 
ture. Further, as centralization led to the decay of the autonomous 
village panebayats, local finance was relegated to the background. 
In India, as compared with other advanced countries, local finance 
occupies an insignificant position, and it is entirely at the mercy of 
financial support from the provincial Government. Total income in 
1027 28 of all the rural boards of British - India, taken together, 
amounted to less than £ 4 million as compared with £ 27 million 
collected in the srme year in the rural areas of England and Wales 
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from & population mot much more than a-thirtieth of that of British 
India, local rates of all kinds, rural or urban, produced in 1927-28 
in British India wore about £ 12$ million, which is only a little more 
than the income from rates in that year of the London County 
<kmacil alone, 1 

(vi) Political Status. The level of military expenditure, the 
scale of salaries and the nature of public debt are outcome of our 
constitutional position. * 

Thus the system of public finance in India is determined by 
predominantly rural character, isolated villages, dependence on 
agriculture with precarious rainfall, poverty and the low standard 
Of living of the masses, inequalities of wealth distribution, traditions 
of centralized administration and, above all, our constitutional 
position. 

3. History of Financial Decentralization. For the proper 
understanding of the Indian system of public finance, it will ba 
necessary to trace the history of financial devalution, and see how 
the Central and Provincial finances were gradually evolved. 

Up to 1833, each province was financially independent, raising 
its own revenue and spending it in the manner it liked. To use 
Dr. Ambedkar’s words, “The several provinces were like separate 
'docks, each with its mainspring in itself.’* 2 

But the Charter Act of 1833 made a radical change in this 
position. It laid tV e foundation of legislative centralization and 
together with it came the financial centralization. All the revenues 
came to be vested in the Governor-General-in-Council, and the pro¬ 
vinces became merely collecting and spending agencies. The pro¬ 
vinces had no interest in developing revenues nor any inducement 
for effecting economies. They pitched the demand as high as 
possible, because they had “a purse to draw upon of unlimited, 
because of unknown, depth.” To use Strachey’s words, “The 
distribution of the public income degeneiated into something like 
a scramble in which the most violent had the advantage with very 
little attention to reason ; as local economy brought no local advant¬ 
age, the stimulus to avoid waste was reduced to a minimum, and as 
no local growth of income led to local means of improvement, the 
interest in developing the public revenues was also brought down to 
the lowest level.” 

Financial decentralization seemed to be the only remedy. Lord 
Mayo, in 1871, transferred certain departments, local in character, 
to the provinces. In addition to the departmental receipts from 
these departments, the provinces were given fixed lump sum grants 
to enable them to administer these departments. 

1, See Indian Statutory Commission Report, 1930, Voi. i, p. 336. ^ 

3. Ambedkar, B. R.—Evolution of Provincial Finance in British Ind»*r 
1985, j>. 7. 



PUBLIC MNAHCE 





The next step was taken by Lord Lytton's Government in 18tt 
When Provmoes were made responsible for expenditure of some more 
departments. Besides the fixed annual grants, the Provinces wfeftr 
assigned some sources of revenue. 

In 1882, in the Viceroyalty of Lord Ripon, a system* called ‘"the 
divided heads of revenues/* was introduced. The defect of the 
previous settlements lay in the annual grant by the Central Govern¬ 
ment. Every year it proved to be a bone of contention. In 1882, 
therefore, these annual fixed grants were abolished, and instead the 
Provinces were assigned exclusively certain heads of revemfe and a 
share in some others. 

In order to impart greater stability to the finances, the settle* 
ment was made subject to revision after every five years. These quin¬ 
quennial revisions were made in 1887, 1892, and 189? involving no 
change of principle but only some minor adjustments. In 1904 these 
settlements were made quasi-permanent by Lord Curzon to avoid any 
element of uncertainty even after five years. 

Lord Hardinge’s Government made them permanent m 1912. 
This system continued till the reforms of 1919 made another radical 
change. , 

4. Financial Arrangements under the Reforms Act of 1918. 

The Reforms Act of 1919 put the financial relation between the 
Central Government and the Provincial Governments on an entirely 
new basis. The divided heads of revenue were abolished and a clear- 
cut separation was effected between the resources of the Central 
Government and those of the Provincial Governments. Also, the 
Provinces were granted borrowing and taxing powers. 

The Meston Award This distribution of resources between the 
Centre and the Provinces created a deficit of about Rs. 9 ororesio the 
Centre, and gave a surpuls of about Rs 18 crores to the Provinces. 
Provincial contributions were necessary to make up this deficit till 
the growth of Central resources made the deficit disappear. A com¬ 
mittee presided over by Lord Meston was appointed to determine the 
contributions payable by the Provinces, and the decision given by 
the Committee has come to be called the Meston Award or the 
Meston Settlement. In giving the award the Committee took care 
to see that every Province had a reasonable working surplus and 
that no Province should be under the necessity of embarking ? on a 
big tax programme. The Committee recommended initial, intermedia 
ate and standard contributions. The initial contributions were based 
on the immediate financial situation m a Province, whereas the 
standard contribution was based on the consideration as to what it 
<3an, and ought to, pay in the long run*. 

5. Criticism of the Financial Arrangements under the Re¬ 
forms of 1919. - The Meston Settlement met with strong criticism, 

p "each Province having an objection of its own. Some Provinces, 
like the Punjab, the U. P. and Madras, protested against larger 
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contributions, while Bombay- and Bengal complained against their 
being deprived of their highly productive source of revenue, viz.,. 
Income-tax. The following are the main objections against this, 
system 

(i) Wrong Allocation, The allocation of resources between 
the Centre and the Provinces ignored their relative requirements. 
The functions of the Central Government were more or less stationary. 
The expenditure of the Central Government, therefore, was not likely 
to increase, but the Central Government had expanding sources of 
revenue, like income-tax and customs Provinces, on the other 
hand, were charged with beneficent functions or the 4 'nation-build¬ 
ing” departments. Their expenditure on such services was 
not even a fraction of what it ought to be. There was a persistent 
demand for the expansion of these services, hence the Provincial 
expenditure on them must increase by leaps and bounds. But the 
Provincial resources were inelastic. Land revenue was already oppres¬ 
sive in the case of the majority of the small cultivators ; excise revenue 
could only increase if people took to drinking on a large scale, 
whereas the Provinces aimed at prohibition ; Stamp fee was a tax on 
justice ; Forests required liberal initial expenditure. Thus the scheme 
was defective because it combined growing expenditure with diminish¬ 
ing revenue in the Provinces, and expanding revenues and stationary 
expenditure at the Centre. 

Hi) Jnter-provincial Inequalities Accenhiated Another defect 
was that some Provinces felt that they had not been fairly dealt with, 
and that the existing inequalities had been further aggravated. 
The highly industrialized provinces, like Bombay and Bengal, suf¬ 
fered, for their only productive source, i e ipcome-tax, was taken 
away, while the agricultural provinces like the Punjab, gained be¬ 
cause |they got land revenue which was the only important source 
for them. 

(in) Disparity between Different Classes of the Community . The 
scheme also resulted in a very unequal contribution to the revenues 
by the different classes of the people considering the benefits receiv¬ 
ed. The provincial exchequer is largely fed by the agriculturists. 
The industrial and commercial classes, on the other hand, who live 
In urban areas considerably benefit from the activities of the 
Provincial Governments, contribute to the Central Exchequer. This 
created an odd situation m the Provinces and embittered the rela¬ 
tions between the agriculturists and non-agriculturists. 

(iv) Lastly , it may be mentioned that a clear-cut division of 
revenues is impracticable and is not to be met with my where in 
the world. It is a federal solution applied to a non-federal State. 
Even in federations, this theoretical principle is respected more in the 
breach than in the observance. In the U. S. A., Australia and 
other federations the tendency is towards integration «nd not 
Separation. The Federal Governments have come to play a role ia 
modern times that was not at all anticipated in the beginning. 
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Tthok Activities of guiding, coordinating and goading the Provincial 
Governments ate daily expanding. More nails are being made m 
tbeir services, with the inevitable result of augmenting their financial 

K ers. A complete separation of resources could not prove satis- 
ory in India. 

6. Financial Development Since the Reforms* India found 
herself in financial difficulties after World War I. The cost of re¬ 
construction after the war, currency and exchange instability, 
fluctuation in prices impeding commercial development, and, above 
all, the high scale of salaries—all combined to create deficits in the 
Provincial budgets. The Central finances fared no better. Both the 
Central and the Provincial Governments had to struggle to restore 
the financial equilibrium by drastic economy and additional taxa^ 
lion. Protests from the Provincial Goverments against the Heston 
Settlement kept pouiing in. 1 The improvement in Central finances 
after 1923 led to gradual reduction in the Provincial contributions 
and to their final extinction in 1928-29 after having been temporarily 
suspended in 1927-28. 

But the abolition of Provincial contributions only accentuated! 
the already glaring inter-provincial disparities. The contributions 
had at least the effect of toning down inequalities by making the 
agricultural Provinces pay more ; and, therefore, when they were 
abolished, the discontent of the industrial Provinces, like Bombay 
and Bengal, became all the more deeper. 

7. Allocation of Revenues under the 1935 Constitution. A 

series of financial inquiries preceding the passing of the Act of 1935 
resulted in the following allocation of revenues between the Centra 
and the Provinces ;— 

(A) Federal Resources. The Central sources were Customs, 
Income-tax {other than on agricultural income), Corporation Tax, 
Salt, Railways, excise duty on tobacco and other good* manufac¬ 
tured in India (except alcoholic liquor and other narcotio drugs and 
medicinal and toilet preparations containing these things). Currency 
and Coinage, Posts and Telegraphs, Telephone, Wireless and Broad¬ 
casting, Property Tax (except on agricultural land). Succession Duty 
(except on agricultural land) Stamp Duties on negotiable instruments 
like cheques, bills of exchange, etc., letters of credit, insurance 
policies, proxies, etc., terminal taxes on goods and passengers 
carried by rail, taxes on fares and freights on the railways. All 
income from the railways was to be received by the Federal Rail¬ 
way Authority, and surplus profit was to be shared with the Federal 
Government on a basis to be decided by the Federal Government, 

(B) Provincial Resources . The Provincial sources were Land 
Revenue, Irrigation, Excise Duties {on alcoholic liquor, opium and 
other narcotics and drugs, medicinal and toilet preparations contain¬ 
ing alcoholic liquor), taxes on agricultural incomes ; taxes on land* 


1. See Muddiinen Committee Beporfc, pare 53. 
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tatWtag** etc*; Succession Duties on agricultural land ; 

; % Mm on mineral rights ; taxes on trades, professions, calling* 
and employment; taxes on auimds and beasts ; eesses on goods 
-entering a focalatea for sale or consumption ; t>ym& on advertise¬ 
ments and sales of goods ; taxes on luxuries, amusement®, entertain* 
meats, gambling and betting, stamps, registration ; taxes on goods 
And passengers carried on inland waterways ; toils; and fees for 
services rendered. 

The following taxes, however, were to be levied and collected 
by the Federation, but were assigned to the Provinces : — 

(i) Succession Duty on property other than agricultural land ; 
\ii) Stamp Duty on cheques, bills, etc. ; (in’) Terminal taxes on 
^goods and passengers ; (iv) Taxes on freights and fares. 

The proceeds of the following taxes were shared between the 
Federation and the Provinces :— 

(<) Income-tax (other than on agricultural income) ; (§i) Salt 
tax ; (in) Excise Duty on tobacco and other goods manufactured 
ifx India except those in the Provincial list; (it?) Export Duty with 
a special reference to jute export duty. But the Federal authority 
may hot give away any share till its own financial position allowed it. 

8. Niemeyer Report* It was decided to investigate the matter 
again, on the eve of the introduction of Provincial Autonomy, to see 
what financial adjustments were found necessary for the success 
of the new constitutional experiment. Sir Otto Niemeyer was 
appointed m 1935 to conduct this inquiry. Therchief problem was 
the sharing of income-tax. It has already been pointed out that 
industrial Provinces like Bombay and Bengal had never reconciled 
themselves to income-tax being appropriated by the Central 
Government, 

The solution that Sir Otto Niemeyer suggested was no doctri¬ 
naire solution conforming to any ideal theory of public finance nor 
based on absolute fiscal justice. He took a realistic view of the 
matter and gave a solution that, in the existing circumstances, was 
the best possible. 

In making his recommendations he steadily kept two principles 
in view :— 

(1) That the financial stability and credit of the Central 
Government are of primary importance, and in no case should the 
financial position of the Centre be undermined or jeopardized ; and 
subject to this ; 

(2) he wished to recommend such financial aid to the Provinces 
'that they may be adequately equipped at the start of the Provincial 
Autonomy, and that they should have a reasonable working surplus. 
H© did not consider it his business to do justice between Province 
and Province or redress Provincial inequalities in any manner. His 
mh aim was to do away with the chronic deficits in certain 
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and put the tottering Provinces m their tep M 
he tried to achieve through cadi subraitioae, subsidies and reduotiim 
dr cancellation of debts owing by the Provinces and by gtvitlg ** 
Share of income-tax and jute export duty. He recommended annual 
cash subventions to the U.P., Assam, Orissa, the N.-WJP.P. and 
Sind, and non-recurring grants to Orissa and Sind, 


The chief recommendation related to the distribution of thd 
Income-tax. Out of an estimated yield of the income-tax 
amounting to about Rs. 12 crores, the Provinces were to get finally 
50 per cent., i.e, Rs. 6 crores. But for the first five yean, 
the Provinces would get nothing; then from the sixth year of 
Provincial Autonomy, the Provinces would get their foil share 
by six equal steps. It was also provided that the Centre would 
not relinquish any share of income-tax So long as the distribu¬ 
table sum remaining with it together with any contribution 
from the railways was less than Rs. 13 crores. In other words, the 
assignment of income-tax was made contingent on railway contribu¬ 
tions. The total Provincial share (*.«., 60 per cent of the total in¬ 
come^ tax) was distributed among the provinces npt on any set 
principle of origin, residence, population, etc., but mainly on the 
consideration of financial needs of a province. For example Bombay 
and Bengal got 20 per cent each, whereas the Punjab got only 
8 per cent. 


The entire net debt of Bengal, Bihar, Assam, the NW. F. P. 
and Orissa was cancelled and in case of the C. P. deficit debt before 
1036 and other debts before 1921 were cancelled. 


Another important recommendation related to the raising of the 
share of the jute export duty by 12$ per cent., so that the jute¬ 
growing Provinces would get 62$ per cent instead of 60 per cent as 
their share out of the jute export duty. 

Sir Otto was called upon to reconcile many conflicting claims 
and it is not surprising that he did not satisfy all interests. Those 
who did not get any cash subvention naturally complained that 
their claim had been ignored and those who got it said they did 
not get enough The award was attacked as unjust and arbitrary. 
But there are grounds to believe that the ^Provinces were not 
so dissatisfied as they seemed. They were protesting a little too" 
much. The Niemeyer Award may, on the whole, be considered 
satisfactory 

The conditions created by the Second World War led to an 
amendment in February, 1940, of the Niemeyer formula about 
income-tax assignments. The Central share for three years 1939—42 
was fixed at Rs. 4| crores based on the average of the preceding 
three years, This amended system was extended till 1946-47 after 
Which the provincial share of income-tax retained by tfie Centre 
Was gradually reduced. Under the (fid formula, the Provinces would 
have derived the benefit of larger railway earnings and larger income- 
tax yield, both of which are the outcome of war conditions. As 
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the Central Qmrernmmt had to bear the brunt of the war, it was 
only fair that the benefit should go largely to the Centre* But it 
has been estimated that the Provinces were not losers under the new 
arrangement* 

The Sarkar Committee recommended in 1948 that the Provin¬ 
cial share in the net proceeds of income-tax should be increased 
from 50 to 60% and that a similar share should be paid to the 
Provinces in the net proceeds of corporation tax and tax on Federal 
emoluments. They also suggested that greater importance should 
be attached to the source of collection as a basis of distribution. 
The Drafting Committee, however, rejected these recommendations 
and suggested that the provincial share should be determined by 
Order-in-Council or an Act of the Legislature according to the 
prevailing conditions. 

9. Deshmukk Award. The Niemeyer Award did not succeed 
in reconciling the conflicting claims of the various Provinces to 
their respective shares in income-tax. Some of the Provinces oontiued 
to express dissatisfaction with the Award. Orissa felt that, aa 
compared with Sind, it had been unfairly treated. Madras claimed 
a greater share on the population basis. Bombay’s grievance Was 
that 25% of the income-tax was raised within its boundaries, but 
its share was much less. Bengal complained that, as compared 
with her, Bombay was accorded a more favourable treatment. Bihar 
felt that being the poorest Province, it deserved greater considera¬ 
tion. 1 he 0. P. envied some of the Provinces getting a larger share. 
Nor was the Punjab happy with the Niemeyer Award. While giving 
his award Sir Otto Niemeyer did not follow any definite principle, 
whereas each Province naturally advocated a method of dis¬ 
tribution which was calculated to bring to it the largest share. The 
Niemeyer inquiry had a limited objective, viz u to launch provincial 
autonomy on an even keel, 9 ’ and m this he admirably succeeded. 
The award has been in operation for ten years without any modi¬ 
fication and for three years with only slight modifications. This 
is ample testimony to the wisdom shown by Sir Otto Niemeyer in 
giving the award he did. 

The partition of the country necessitated further adjustments 
m the Niemeyer Award. Shri Chintaman Deshmukh, formerly 
the Governor of the Reserve Bank and now our Finance Minister, 
was invited by the Government of India in November, 1949, to 
suggest a suitable allocation of income-tax and export duty on jute. 
The establishment of Pakistan cut away from India a part of 
Bengal, a part of Assam, and of the Punjab and the whole of Sind 
and the N.-W. F. P. Consequently the divisible pool of income-tax 
bad been increased, Shri Deshmukh’s task was (a) to determine the 
shares to be taken away from Bengal, the Punjab and Assam in 
respect of parts of these provinces now included in Pakistan, and 
(b) to reallocate it among the Indian Union Provinces, It was not 
his function to suggest a re-allocation de novo according to certain 
new principles. That might lead to extensive alterations and cause 
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serious fiscal embarrassment. Tbe finance Commission to be 
^appointed in 1052, may decide the whole thing de novo. Shri 
Oeshmukh’s approach was, therefore, conservative, and he adhered 
to the traditional distribution. His award may simply be called the 
1950-edition of the Niemeyer Report. It was merely a reiteration of 
the Niemeyer Award. 

As a result of the partition, the percentage share of Bengal and 
the Punjab was reduced respectively from 20% and 8% to 12% 
and 5%. This reduction as well as the shares released by Sind and 
the N.-W* F. P. increased the divisible pool of income-tax, according 
to Shri DeshmukVs estimate, by 14 5% of what it was in 1948. 
'He recommended the following percentages. 


Province 

Basic Initial Share 

Addition 

Total 

Bombay 

20 

1 

21 

Madras 

15 

25 

17-5 

West Bengal 

12*5 

1 

13-5 

United Provinces 

15 

3 

18 

C. P t and Berar 

5 

1 

8 

East Punjab 

4 

1*5 

5-5 

Bihar 

10 

2*5 

12-5 

Orissa 

2 

1 

3 

Assam 

2 

1 

3 


The new shares out of the jute export duty were to be : West 
Bengal Rs. 105 lakhs, Assam, Rs. 40 lakhs, Bihar Rs. 35 lakhs and 
Orissa Rs. 5 lakhs. 


The reception accorded to the Deshmukh Award was similar to 
that given to the Niemeyer Award. No State was satisfied. Those 
who got more wanted to get still more and those who got less felt 
obviously aggrieved. West Bengal complained that the injustice 
done to it by Niemeyer Award had been perpetuated. The complaint 
of Bihar was that it gave “more to the States having much and less 
to those that have little.” Bombay pressed for “a juster treatment.” 
Madras found in it “variation against Madras,V and so on. As 
Shri C. D. Deshmukh could not satisfy all, he did the next beat 
thing viz. y to give them dissatisfaction in equal proportion#. This 
^dissatisfaction of ail States shows perhaps that the Award did not 
favour any one of them. It was a wise and just award and Shri 
Deshmukh held the scales even. It may be repeated that it was 
not his function to lay down any basic principle of allocation and 
apply it to the distribution of the divisible pool. In his own words— 
“I have made no attempt to deduce the percentage to be excised 
from the share of undivided Bengal ahd the Punjab by the mechani¬ 
cal application of any precise, composite residence and population 
factor, since no precise factor of general application was employed by 
.Niemeyer. To my mind the only practical way of determining, 
^hese lapsed percentage shares would be to estimate, as nearly ^ 
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m possible, the percentages that might have hem allotted by 
Niemeyer to the parts of Provinces* now included in Pakistani ha<$ 
they been in existence as separate Provinces at the time, ha relation, 
to the shares he allocated to Provinces of comparable dimensions and; 
fiscal status/’ 

His was only a limited objective of distributing the addi¬ 
tional fund which had become available for distribution consequent 
on the division of the country. Any drastic departure from the 
previous position would have disturbed the present financial 
equilibrium and caused dislocation. It was best to maintain the 
ttutns quo, Just as the Niemeyer Award was to be judged by 
the test whether it made provincial autonomy workable, the 
criterion now of a national distribution is whether it assists in the 
execution of the development projects under way in the various 
States. 

10. Federal Finance. India was being prepared for a Federa¬ 
tion, and the fiscal arrangements in the 1935 Constitution were- 
made on federal lines. Both the Centre and the Piovinces had beert 
given a measure of budgetary independence ; financial powers 
had been separately assigned and the resources were definitely 
demarcated. 

There are certain well recognized requisites of federal finance. 
In the first place, the arrangements must ensure administrative 
economy. The possibility of evasion and fraud must he eliminated, 
and the cost of assessment and collection must be reduced to the 
minimum. Therefore, some taxes must be levied and collected by 
the Federation, even though the'r proceeds are to go to the units. 
From this point of view, customs, corporation tax and property tax 
and certain excises must he centralized Secondly, the fiscal 
arrangements must provide adequate funds to each unit not only 
for immediate needs, but for future development. Thirdly, each 
Province must be autonomous in its own sphere. The distribution 
of administrative functions and the assignment of resources must 
harmonize and coincide, so that not only should the resources 
be adequate but, also, they should, administratively, fall naturally 
m their respective spheres. Only thus will an interference of the- 
one into the sphere of the other, and a dependence of one on the 
other, be obviated ; otherwise, autonomy will be a myth and federa¬ 
tion a misnomer. 

To fulfil these essentials of federal finance different proposals 
for allocation of resources between the Federation and the Federat¬ 
ing units have been put forward Prof. Saligman has suggested the 
following five methods * 1 -~ 

($) Complete separation of resources ; (it) assessment by the 
Provinces and surcharges by the Federation ; (tit) assessment by 
the Centre and additions by the States; (it>) division of yields ; and 
(v) subventions from the Federal Government. 


L &e$ Vnkil »l4 Pa* il*-Finance Under Provincial Autonomy. 
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1^0 ideal solution is a complete sepsiwtfon ; but II is seldom 
that the Resources so allocated will yield precisely the amounts 
needed by the respective governmental unite* A ehmr-oat divison 
»r therefore, not to be found anywhere. There has to be a compro- 
misci and the Indian arrangements do represent a compromise 
between several principles. 

Again, in theory, it is best to assign direct taxes to the units 
and indirect taxes to the Federation. But recent experience show* 
a divergence between theory and practice. As the Federations had 
to assume more and more functions, resort to direct taxes became 
unavoidable. In the U. S. A. the Federal Government got the 
income-tax in 1913, and in Australia, too, the Federal Government 
gets 60 per cent, out of income-tax Integration rather than 
separation seems to be the rule. It ensures uniformity and 
efficiency. 

general practice is to have three lists ; (1) Exclusively 
Federal, (2) Exclusively Provincial, and (3) Concurrent. Sub- 
0r Pn hsidies from the Federation are also a general feature 
of Federal finance, and for this there are several reasons The 
provincial functions, being concerned with the promotion of public 
welfare, require increasingly large funds Central subventions are 
also necessary to balance provincial inequalities and as a means to 
transfer funds from the rich to the poor areas as well as to ensure 
minimum standards of service. 

The difficult and perplexing problem of Federal finance has 
been exercising the mind of financial experts in India since the 
Moptford Reforms, Sir Walter Layton, the Financial Adviser to 
the Simon Commission, came to the conclusion that the revenue 
resources of India did not admit of a clear-cut division between the 
Centre and the Provinces. He was in favour of creating a tax pool 
out of which Provinces could be assisted according to their need. 
The present financial picture conforms to the view expressed by Sir 
Walter Layton. 

U. Financial Provisions of the New Constitution. The 

new Constitution of India practically accepts the allocation laid 
down in the 1935 Act. Thus the Central Government will eon* 
tinue to draw its revenues from customs, central excises, income* 
tax including corporation tax, posts and telegraphs, railways ; and 
the States from land revenue, forests, stamps, registration, provincial 
excises, agricultural income-tax, and other taxes including taxes on 
professions, trades, callings, employment, sales tax, taxes on enter¬ 
tainment, betting and movable property. The Expert Committee 
presided over by Mr. N, R. Sarkar recommended the continuance of 
the existing distribution in view of the prevailing unstable conditions. 
The present allocation is to continue for five years from the com¬ 
mencement of the Constitution when the whole problem will be 
reviewed by the Finance Commission. 

According to the recommendations of the Expert Committee, 
the Centre would retain the whole of the net proceeds *of (a) Cus to m 
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Duties irtclmtiiiag export duties, (b) tax on the capital value of the 
sa&sets, ©to. (c) taxes on railway fares and freights, and (d) Central 
Excises other than on tobacco. The net proceeds of certain taxes 
are to h© shared with the State Governments, viz., (a) Income-tax 
including Corporation Tax ; ( b) Central Excise on Tobacco ; and 
(c) Estate and Succession Duties. The jute-growing Provinces have 
been given the grant of a fixed assignment for a period of 10 years. 
But this has encouraged other Provinces to demand a share in other 
export duties, e.g, t Assam claims a share in export duty on tea. 
'Federal Stamp Duties and Terminal Taxes on goods, excise duties on 
medical and toilet preparations, etc., are to be administered centrally 
but wholly for the benefit of the Provinces. Assam and Orissa have to 
be given larger subventions than previously, and West Bengal and 
Punjab too Have to be paid subventions for limited periods. Not less 
than 50% of the net prooeeds of the excise on tobacco are to be 
divided between Provinces on the basis of estimated consumption. 
Not less than 50% of the net proceeds from Succession and Estate 
Duties are to be divided between Provinces on the following basis : 
Duties in respect of real property on the basis of allocation of the 
property, ana of the balance, three-fourths on the baBis of the 
residence of the deceased and one-fourth on the basis of population. 

There is a provision for the appointment of a Finance Commis¬ 
sion which will {a) determine the share of the Provinces in the 
centrally administered taxes, ( b) consider applications for grants-in- 
aid fron| Provinces and report thereon, and (c) to consider and report 
on other matters referred to it by the President. The Commission is 
to review the position every five years. This lends a great deal of 
elasticity to the Indian fiscal system as well as the provision that 
the President is empowered in emergency to suspend or vary the 
normal financial provisions in the Constitution. 

The shape of public finance in India will largely depend on 
whether the Centre or the States undertake the responsibility for 
nation-building or developmental expenditure. The situation at 
present is that the State revenues are utterly inadequate to maintain 
social services on anything like modern standards, and the Central 
Government, too, seams to be living from hand to mouth, and has no 
large surplus out of which to help the States. There is a strong 
sentiment in favour of provincial autonomy, but unless it is backed 
by the development in provincial revenues, the Centre must continue 
to dominate. The present expedient of divided heads and distribu¬ 
tion among Provinces according to a number of criteria, e.g., 
population, origin, or need, must continue. 

The Central Government in India, like other Federal Govern¬ 
ments, must play an important role in intiating, guiding and co¬ 
ordinating schemas of social amelioration. We must bid good-bye to 
the ideas of dwindling and static functions of the Central Government 
and mutual exclusiveness of the Centre and the Provinces. For an 
effective utilization of our resources, it will, therefore, be necessary 
to have an Inter-Provincial Finance Council for consultation and 
co-ordination. 
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Although the Indian financial system wears a thin veil of 
federal finance, yet the Centre in India always has had powers of 
direction to ensure uniformity. And this is as it ought to be. India 
is face to face with stupendous economic problems for the solution 
of which co-ordinated efforts on the part s of the Centre and the 
units are absolutely essential. Recently (May, 1949) protests 
have been entered against unco-ordinated provincial finance creating 
chaoB and a jungle of conflicting financial policies. The Indian 
Federation of Chambers of Commerce and Industry submitted a 
memorandum to this effect to the Government of India. It was 
pointed out that the imposition of multiple taxes by the Provinces 
was bound seriously to impede the development of trade and 
industry, and would prove injurious to Indian economy as a whole. 
The Provinces have thrown away excise revenue, have drawn on re¬ 
serves recklessly and have taxed trade and industry indiscriminately 
so as to obstruct the free flow of trade. The sales tax has been the 
greatest culprit. Pakistan has centralised sales tax. This is a wise 
step and India should follow suit. 

Two things are necessary ; provinc'al needs for additional 
revenue must be fulfilled and uniformity in the Central financial field 
must be preserved It is therefore ver 3 r essential to evolve a co¬ 
ordinated policy on taxation, expenditure and borrowing through 
consultation and, if necessary, through legislation 

12. Fiscal Integration of States. With the accession of the 
Indian states to the Union it is felt that the distinction between 
Slates and Provinces should disappear and a uniform pattern of 
federal finance should be evolved A committee was appointed 
under the chairmanship of Shn V. T. Krishnamachari for the 
purpose. In pursuance of the recommendations of the Committee 
the Central Government decided to assume financial control and 
responsibility for central subjects in Indian States from April 1, 1930. 
But in order to avoid sudden dislocation of State economies, it has 
been decided to bring about necessary financial and administrative 
adjustments m 10 years. The process of integration will be thus a 
gradual one, and till integration is completed the actual admistration 
of the central subjects in the States will be left in tl|e hands of the 
State Governments as agents of the Central Government The 
internal financial structure of the States and States Unions is also 
to be brought in line with the Provinces, The States win have 
identical rights and responsibilities as the Provinces. The States ard 
entitled to receive from the Central Government grants, subsidies, 
etc. like the Provinces. 

From April 1, 1950, income-tax, central excise and other central 
taxes have been levied by the Central Government in all the States 
and the Central Government also assumed such functions as defence, 
railways, posts and telegraphs, metereoiogy and broadcasting for all 
the States. All internal trade barriers as land customs have been 
-abolished and India now functions as one economic unit. 



CHAPTER XXXIII 

CENTRAL FINANCE 

1. Introduction In the last chapter we studied the factors 
which have influenced the Indian financial system, and we traced the 
development of the relations between the Central and Provincial 
finance. The present chapter will be devoted to the study of Central 
finance. The principal heads of the revenue of the Government of 
India are Customs, Central Excise, Corporation Tax, Income-tax, 
Salt and Opium. Other sources of revenue are Railways, Irrigation, 
Posts and Telegraphs, Debt Services, Civil Administration, Currency 
and Mint, Civil Works and Miscellaneous public Improvements, 
Defence Services, Tributes from Indian States, etc. 

Now a word about each of the principal heads of revenue. 

2. Customs. Customs duties include both import duties and 
export duties. Before the Mutiny the import duty was below 5 per 
cent, and on account of the financial stringency following the 
Mutiny, it had to be raised to 10 per cent. But on the agitation of 
the interested industrialists in England and the preaching of free¬ 
traders, the duty was first reduced in 1875 to 5 per cent, and 
abolished in 1882 altogether. 

The exchange difficulties of the Government of India, however, 
compelled them to reimpose 5 per cent, import duty in 1894. This 
evoked a storm of protest from Lancashire, and to propitiate Lanca¬ 
shire manufacturers 5 per cent, excise duty was levied on yarn of 20 
counts and above As this would not give them satisfaction, import 
duty on cotton piecegoods was reduced to 3| per oent, and a 
similar excise duty on colt m piecegoods made in India was also 
levied. This was considered to be an abuse of political power, and 
was justly made a subject of strong criticism by the Indian leaders. 
Benefit to Manchester was doubtful; but injury to the growing 
textile industry of India was certain. The coarse Indian piecegoods 
could possibly not compete with finer Manchester cloth The excise 
duty was, therefore, uncalled for. Further, it benefited the richer 
classes using finer cloth and injured the poor masses who used 
coarse Indian cloth. 

The import duties had to be raised later from time to time 
according to financial exigencies. But the cotton excise duty 
remained 3J per cent, till it was abolished in 1926* The import 
tariff was recast completely during the war (1914-18) and was 
changed into a protective tariff in 1924, when a policy of discriminat¬ 
ing protection was adopted. The customs duties have been the 
mainstay of the Government, and have come to their rescue when- 
ever there was financial stringency, e g., in the earlv -thirties. For 
1980-51 the yield of customs was estimated at about Rs. 111*4? 
crores, but the actual yield, waB 122 96 crores. 



CENTRAL FINANCE 


The OttawaTra.de Agreement of 1982 and Indo-Bn'tish Trade 
Agreement of 1939 introduced the principle of Imperial 
Preference. , 

The only export duties have been on hides and skins end jute. 
In 1948-49 export duty was levied on oil-seeds and vegetable oils. 
But it was abolished in the 1949-50 budget However, a new export 
duty cm cigars and cigarettes was levied in 1949-50. 

Customs offend against the canon of equity, for they press 
more heavily on the poor than on the rich. This view is supported 
by the analysis given by the Indian Taxation Enquiry Committee 
m 1925. According to a memorandum issued by the Office of 
the Economic" Adviser to the Government of India, the “weight of 
import duties presses most heavily on goods of general consumption, 
Iobs severely on luxury goods and least on capital goods and raw 
materials.” 1 


As India becomes industrialized, less reliance will have to be 
placed on customs duties as a substantial source of revenue and a 
greater reliance on excise duties 

To fight inflation certain changes were made in the tariff by 
an Ordinance issued in November, 1948, by which duties on certain 
luxury articles were raised. This process was continued in the 
budget for 1949-50. Accordingly a surcharge was levied cm liquor 
equivalent to the basic duty, and the surcharge on fabrics containing 
silk, art silk, woollens and their mixtures and cotton knitted 
apparel was raised from one-fifth to one-tenth, and the surcharge 
on artificial silk yarn and thread, earthenware and china was 
doubled ; the duty on paper, stationery articles glass and glass-wage 
cutlery, metal furniture, photographic appliances, clocks and 
watches was raised The import duty on motor spirit was also 
raised from 12 as. to 15 as. per gallon. 

3. Income-Tax.— Income-tax was first introduced in 1860 to 
meet the financial embarrassment caused by the Mutiny Changes 
were made from time to time to suit the financial requirements of 
the year; but important changes were made first in 1903 when the 
minimum taxable income was raised from Rs. 500 ^to Rs. 2,000, in 
1916 when scales of rates were revised, and the principle of progres¬ 
sion was applied. In 1931 the minimum exemption liipit was 
lowered to Rs. 1,000, and surcharges on income-tax and super-tax 
were levied, and super-tax was introduced. The minimum exemp¬ 
tion limit of Rs. 2,000 was restored in 1935 which Was raised to 
Rs. 3,000 in 1948 and to Rs. 3,600 in 1950. The surcharges were 
abolised in 1939 and reimposed since 1940-41. 

In 1935, the Government of India appointed a committee to 
conduct an exhaustive inquiry into the Indian income-tax system. 


1. J&thar and Beri—Indian Economtoe, Vol. II, 19*1,. p. &16. 
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As a result of these recommendations an important measure 4 waa 
passed in 1939. The Income-Tax Act of 1939 introduced several 
necessary reforms. It substituted what is called the “slab” system 
in place of the previous “step” system. According to the previous 
system, the whole income was assessed at the same rate; but 
under the new system, the income is divided into bits and each, 
successive slice is taxed at a higher rate. This system is calculated 
to increase the yield of income-tax, mulct the wealthy minority 
more and afford relief to the poor tax-payer. The Indian income- 
tax is now more equitable Besides, the Act contains provisions 
designed to stop all loopholes, and make evasion of the Income-Tax 
Law difficult. It makes it obligatory on all persons earning more 
than the minimum exemption limit to submit returns of their income. 
The failure to ask for the form and send in the return makes them 
liable to a penalty. The Act also makes the aggregate of the income 
of husband and wife taxable. The whole procedure was made up-to- 
date and efficient. The Act undoubtedly makes a great improve¬ 
ment in our income-tax system. The Indian income-tax rates are 
low as compared with those charged in Europe. 

A very important improvement in the income-tax Was made in 
1945-46 budget, viz,, a distinction was made between earned and 
unearned incomes. Relief to the extent of one-fifth of the income, 
subject to a maximum of Rs. 4,000, is given in the case of ‘earned* 
incomes. It is only fair that a person who has actually to work to 
earn his income should be treated more leniently than the idle rich 
whose holdings in joint stock companies, land or bank accounts 
automatically bring in a stream of income without his having to 
raise his little finger. In the budget for 1930-51, however, the 
distinction between earned and un-earned income was abolished. 

There are two defects in our income-tax : First, our system 
does not take into consideration the number of dependants. The 
unit is not the individual but the family. Equity demands that of 
two men having the same income, the man with the larger family 
should be called upon to pay less. Such abatements or family 
allowances are given in England. It is pointed out that in India 
the family being a universal phenomenon, almost everybody will 
have to be given an abatement. This will involve administrative 
difficulties, and add to the cost of the administration of income-tax. 
Secondly, agricultural incomes, however big, are still exempt from 
income-tax in many provinces. This is a great lacuna in our 
system. Both these reforms are very necessary. 

During World War II, Excess Profits Tax at the rate of t0% 
ajhove a taxable minimum of Rs. 30,000 was levied on extra profits 
made during the war. It was later raised to 66f %. A surcharge 
on income-tax was also levied first at the rate of 25% and later 
q&ised to 33J%. The E.P.T. was abolished on *<lat March, 1946. 
^However, Business Profits Tax was introduced in 1947-48 budget. 
The business community protested against it on the ground that 
it would diminish incentive for investment and impede industrial 
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reconstruction. This tax, however, forms a part of the revenae 
system of the U.K. 

Next to customs, income-tax is the most important source of 
revenue for the Central Government and it was estimated to yield 
about Its. 143*90 crores in 1950-51. 

Svtee of Income-Tax for 1950-51 : (a) In the case of every 
individual, Hindu undivided family, unregistered firm ahd other 
association of persons when the total income exceeds Es. 3,600 ra¬ 
the case of individuals and Rs. 6,000 in the case of undivided Hindu, 
family, the basic rates are as under :— 

Rate 

(In the rupee) 

Bn, As* P». 

On the first Be. 1,500 of total income •*<* Nil 

On the next Es. 3,500 », ... 0 0 9 

„ „ 6,000 *- 0 1 9 

„ 6,000 „ - 0 3 0 

On the balance of the total income 0 4 0 

( b ) In the case of every company and registered firm whatever 
the income rate is 4 as. in the rupee. 

Rate of Super-Tax 

(a) Tn the case of every individual, Hindu undivided family * 
unregistered firm and other associations of persons— 

Rate 

(In the rupee) 

Rs As. Ps. 

On the first Rs. 26.000 of total income -- NR 


On the next Rs. 15 000 , ,..030 

„ 16,000 „ 0 4 0 

. 16,000 „ ..060 

f , 16,000 ... 0 7 0 

„ „ 15,000 „ - 0 7 6 
„ „ 16,000 „ 0 8 0 
On U e balance of total income ... 0 8 6 


(b) In the case of companies 4as. in the rupee on the tot&L 
income. 

4. Taxation of Agricultural Incomes. The greatest gap in 
our tax system is the continued exemption in some Provinces of agri¬ 
cultural income from taxation. The case for subjecting agricultural 
incomes to a tax is so convincing that it is really surprising why they 
still enjoy this immunity. “On grounds of equity/’ remark the Zndiam 
Taxation Enquiry Committee, “there is no reason why the surplus 
of the larger landholder should be exempt/’ 1 

Reference to history does not support any claim for this exemp¬ 
tion, because agricultural incomes were liable to income-tax between. 




1 * Indian Taxation Enquiry Committee Report, 1024.26, p. 223. 
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1880 and 1873 with a short gap of fcor y*a». The argument than 
the agriculturists pay land revenue in lieu of income-tax, and that 
if they had to pay the income-tax too, it will amount to double 
taxation, is alto not convincing. The land revenue demand is fixed 
permanently in toe case of some and for a long period in toe case of 
others ; it is not graduated and does not at all respond to the varia¬ 
tions in toe value of toe agricultural produce. Therefore, there is 
no ground whatsoever for the continued exemption of agricultural 
income from taxation. 

f 

The taxation of agricultural income will strengthen the finances; 
it wifi rectify to some exeat the regressive character of our taxation; 
and it will equalise the burden of taxation between the agriculturists 
and non-agriculturists on the one hand and the landlord and the 
cultivator, on the other. It will tax the non-agricultural income of 
a landholder at a higher rate. It will also, incidentally, put a stop 
to the tendency of investing savings in land to escape taxation. 
Now that, on account of the War, the value of the produce of land 
has increased enormously, the tax-gatherer must claim his share out 
of the enhanced agricultural profits. 

The assessment of agricultural profits is no doubt difficult, but 
the difficulty is not peculiar to India. We have got a very elabo¬ 
rate organization for keeping land records and for the administra¬ 
tion and collection of land revenue. We should, therefore have 
much less administrative difficulty in the matter. So far only 
vested interests have stood in the way. Even a very moderate 
proposal of the Government of India m 1918 to take agrimiitural 
income into account for determining the rate for their income-tax 
was turned down, though the Government of India was prepared to 
face the new administrative difficulty. One would Wish that a more 
sound and fair sense had prevailed m the Indian legislatures where 
the land-owning interests pxedominate. Let us hope that our new 
legislators will rise to the occasion* Already in Assam, Madras, 
West Bengnl, the U. P. and Bihar and Orissa agricultural incomes 
have been taxed. 

5. Union Excise Duties. The Government of India impose 
duties on steel ingots, motor spirit and kerosene. But the most 
important of the excise duties were imposed in 1934, viz., on sugar 
and matches. 

The excise duty on sugar was levied at the rate of 13 as. per 
cwt, on khandsari sugar, and Rs. 1-5 as, per cwt. on other sugar. 
These rates were raised to Re. 1-5 as. and Bs, 2, respectively, in 
1937. In 1940, as a war measure, the duty on sugar, other than 
khandsari, was raised from Rs. 2 per cwt. to Rs. 3 The measure 
was naturally criticized by the sugar interests as nullifying protec¬ 
tion granted to the sugar industry only two years before, and it 
tree said that it would impede the fuller development of the sugar 
industry. The Government’s case was that the gap caused by the 
Jobs of revenue on the imports of sugar on account of protection had 
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to be filled up, and that the duty would check the hasty and un¬ 
healthy growth of the industry. 

On matches the excise duty was levied at the ratp of Re, 1 per 
gross of boxes or booklets containing an average of less than 40 sticks, 
Rs. 1-8 if the number was more than 40 but less than 00, and Rs. & 
if the number was more than 60, In 1941, the rates were doubled 
as a war measure. In the 1946-47 budget the excise duty on* 
matches was reduced from Rs. 2-8 to Rs 1-12 per gross for boxes 
containing between 40 and 50 matches. Rut in the 1948*49 budget 
the duty was again raised to Rs. 2-8 per gross on all boxes containing 
up to 50 matches. The total yield from Central excise for 1950-51 
was estimated at Rs. 71*55 crores including Rs, 5 crores from the re¬ 
cently imposed excise duty on cotton cloth. 

The chief reason for the imposition of these excise duties was- 
the necessity of balancing the budget which compelled the Govern¬ 
ment of India to look round for additional sources of revenue. 

In 1948-49 two important excise duties were levied; 50% 
excise duty on tea and coffee, and an excise duty of Rs. 7 per cent 
on vegetable ghee. In the budget for 1949-50, the excise duty on 
sugar was raised from Rs. 3 to Rs 3-12-0 per cwt. From January 
1949 an excise duty of 25% ad valorem was levied on superfine 
cloth and 61% on fine cloth and one pice per yard on coarse and 
medium cloth. 

Thus has come back the most hated cotton excise duty which 
was first levied in 1894, and against which we continued^ 
vehemently to protest till it was finally abolished in 1926. It has 
a long and bitter history. The Finance Minister put in an elaborate 
defence m support of its re-imposibion. The times have now 
changed. It is now not levied by an alien Government; the duties 
on imported cloth are too high to permit any competition with the 
home-made cloth; and above all, the loss resulting from the 
abolition of salt duty has to be made good by finding out some other 
equitable source of revenue. Having universal consumption, cloth 
offers itself as the most obvious choice for a tax on consumption. 
Moreover, the duty is also likely to assist the bandloom industry. 
The incidence of the duty will be negligible. 

Excise duty on motor tyres was also increased and match 
excise duty was rationalised. 

6- Salt Tax. This was the most unpopular tax in India. 1 
Mahatma Gandhi selected this tax for the purpose of His civil dis¬ 
obedience campaigns. The Government income was derived -from 
the sale of Government salt, excise duty on salt manufactured im 
India and import duty on salt. The tax was estimated to yield 
Rs. 9 crores. 

Salt tax was kept up on the ground that it was a light tax, 
that it Was an old tax and that it enabled everybody to contribute a 

I. For history ot the Salt Tax and arguments fbr and against it aea 
Indian Taxation Ehquiry Committee Report, Raraa, 164-ISO. * 



INDIAN ECONOMICS 


-642 

small sum to the State exchequer. This gave the masses m interest 
in civic affairs, and was the only tax by which tbf* Indian masses 
could he approached. There was not much in these arguments. 
This was not the only tax which was paid by the masses. Most of 
the taxes in India are borne by them. And this should be more 
than enough to create civic responsibility in Indian masses, and 
they could well have been spared this last straw. With due deference 
to Mahatma Gandhi’s wish, salt tax was abolished in the budget of 
1947*48. It has meant an annual loss of about Rs. 9 crores, but 
the people’s sentiment was satisfied, and a long-standing grievance 
of the Indian National Congress was removed. 

7. Opium The Government in India has got a monopoly 
of opium both in production and distribution. Poppy can be grown 
only under licence, and the licensee has to sell the entire supply to 
the Government. It is manufactured in Government factories. 
There are also special arrangements with States in Central India 
and Rajputana which supply opium in crude form, which is then 
refilled in Government factories. 

The Government revenue is derived from the monopoly profits 
arising out of the sale of Government opium, export duty on opium 
sent out of the Indian States, and the vendors’ fee. The bulk of 
the revenue under opium is from export to foreign countries. 

Under the humanitarian activities of the League of Nations, 
this source of revenue has almost dried up. In 1907 it was agreed 
to stop export to China on Government account by 1914. In 1926 
Government of India promised to reduce by 10 per cent, every year 
♦export of opium to Far Eastern countries for other than medical 
and scientific purposes, so as to extinguish all exports in 1935. This 
promise has been honoured. China had also agreed to make a 
corresponding reduction in the production of opium, but it is said that 
she did not carry out her part of the agreement. India used to get 
Bs. 8 crores on average per year preceding the war (191448), and 
in 1950-51 it was estimated to yield only Rs. 1,55 lakhs. 

Production and consumption of opium in India is one of the 
blackest marks against India. It is really regrettable that we still 
have some of this tainted revenue. 

8. Railways. The railways were a losing concern till 1900, 
when they began an era of profits and gave a welcome support to 
the Government revenues. We have already treated in detail the 
problem of railway finances. They were estimated to make a con¬ 
tribution of Rs. 6*37 crores to the general budget in 1950-51. 

9. Posts and Telegraphs. This is not a very important source 
of revenue. This department is being run more for public con¬ 
venience than for profit* For 1950-51 net receipts were estimated 
at Rs* 4*48 crores. 

10* Death Duty. Distinction may be made between the 
Estate Duty and Succession Duty. Estate duty is levied when on 
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the death of a person bis estate passes on to his heirs. It is graduated 
with reference to the total value of the property left by the 
deceased. The Succession Duty, on the other hrvad,) tabes Into 
consideration the share of each individual successor and 
not the total value of the estate. It is graduated generally with 
reference to the windfall element, which increases with the distance 
of relationship between the deceased and the beneficiary. 

In almost all progressive States death duties, in one form or 
another, occupy an important place in the system of taxation. In 
India also the Taxation Inquiry Committee (1924-25) recommended 
their imposition* But the implementation of these recommendations 
was deferred as it was expected that a Statutory Commission would 
soon examiue the whole constitutional question. These constitu¬ 
tional discussions, inquiries and conferences culminated in the pass* 
ing of the Act of 1935 But according to the findings of the Federal 
Oourt there was no provision in the Act for the imposition of such 
a duty. The Act was, therefore, amended to confer the power of 
imposing such a duty on Indian legislatures. According to this 
amendment the impositon of an estate duty has been placed within 
the purview of the Central Government in respect of property other 
than agricultural land, and within that of the Provincial Govern* 
ments in respect of the agricultural land. When levied by the 
Central Government, the proceeds are to be distributed among the 
provinces according to the principles laid down in a Central Act. 

The Estate Duty Bill was introduced in the Legislative 
Assembly (Central) in 1946 But it lapsed on account of political 
developments. A new Bill was introduced in the Dominion Parlia¬ 
ment in 1948. 

There were two objects kept in view in bringing this Bill : (i) 
To reduce great inequalites of wealth distribution so that wealth does 
not concentrate in a few hands ; and (U) to fortify the financial posi* 
tion of the States so that they may have funds enough to carry 
through their post-war development schemes, and to enable them to 
improve their existing social services. During the war huge private 
fortunes have been made by some people in spite of E P. T. and 
other wartime taxation. The passing of the Bill* it is hoped, will 
place India on the road to more equitable distribution of national 
wealth. Besides mopping up superfluous money, it will .create a 
better social order and better social justice. Fears have beei 
expressed, however, that the Bill would sound the death knell of the 
joint Hindu family. 

The charging clauses of the Bill generally follow the provisions 
of similar Acts passed in the United Kingdom. The Estate Duty 
"will be charged on the total value of the property left by the deceased 
whether according to his own disposition or as a result of settlement 
made by the others. The governing principle is that the title of the 
St&te to a share in the accumulated property of the deceased is an 
•anterior title to that of the interests to be taken by those who are 
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to share it. The machinery of assessment is an adaptation of the- 
provisions of the Court Fees Act, 1870, dealing with probate duties 
levied in the shape of court fees. 

In the absence of unanimity on the part of States for author!*- ' 
mg the Central Government to legislate on their behalf in respect* 
of estate duty on agricultural land, it was decided to confine the 
estate duty on property other than agricultural land. It is estate* 
duty father than succession duty, which is to be levied. The exemp¬ 
tion limit has been put at one lakh rupees. 

There are two gaps yet to be filled up : (») The rates of duty ; 
and (ii) the distribution of the proceeds among the provinces. The 
rates will be fixed from time to time by Central legislation. The* 
basis of distribution of the proceeds will be settled in consultation* 
with the provinces and the decision will be embodied in a Centr&b 
Act. 

Not even a rough and approximate estimate of the yield of the 
duty is possible as it will depend upon the rates of the duty. 

The other heads of revenue are of minor importance. 

11. Central Expenditure Besides the railways, the chief 
items of expenditure are Defence Services, Debt Services and Civil 
Administration The public expenditure in India has continued to 
swell and has grown to huge dimensions. It has increased in the 
present centuiy from Rs. 88 07 crores in 1899*1900 to Rs. 322 53 
crores in 1949-50. For 1950-51, the total expenditure was estimated 
at Rs. 337*88 crores. The defence expenditure which constitutes 
roughly half of the total expenditure was Rs. 170 06 crores in 1949*50 
and estimated at Rs. 168*01 crores for 1950*51. Since the partition, 
the defence expenditure has gone up due to political uncertainty 
prevailing in the world abroad, trouble on our borders, and the un¬ 
settled conditions prevailing at home. In particular, the uneasy Indo- 
Pakistan relations, police action in Hyderabad and operations 
in Kashmir are responsible for increase in the defence expenditure. 
Our efforts in building up the Navy and the Air Force andi 
modernising the army have worked in the same direction. 

The civil expenditure has also gone up to giddy heights since 
the war commenced in 1939. In one decade 1938-1939 to 1948-49* 
it went up from Rs. 24 8 crores to Rs. 40 5 crores. For 1950-51, it was 
estimated at Re 50*06 crores. Although the war is over yet the 
departments cieated during the war have not been liquidated. 
The pay roll has continued to swell. This is the necessary incidence 
of democracy. The creation of embassies—the insignia of an indepen¬ 
dent State—, relief and rehabilitation of the refugees, the develop¬ 
ment schemes and food subsidies are other important factors 
responsible for the abnormal increase in our civil expenditure. The 
number of Ministries expanded from eight in 1938-39 to eighteen in 
1948-49. The secretariat too correspondingly multiplied. There is* 
a continuously flowing stream of delegations to international 
conferences. All this means more and more expense. 
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The Economy Committee appointed by the Central Government 
In 1949 recomended, inter alia, a cut of Rs. 6 crores in the emt of 
^ministration, postponement of certain schemes involving a npn- 
recurring expenditure ot Rs. 14-7 crores and an annual recurring 
expenditure of R*. I *6 crores and abolition of cultural and labour 
attaches in the embassies. No new embassies are to be set up. No 
new State enterprises are to be launched until those already planned 
involving a cost of Rs. 145 crores have been completed. It is 
necessary that the economy at the Centre is matched by economy in 
the States. The Economy Committee has not recommended any 
striking reductions. They are “so many mickles not amounting to 
a muokle”. 

12. Central Finance During the War. 1 The recent Indian 
finance, in common with the finances of other countries of the world, 
has been dominated by tne global war whose expenditure in countries 
like the U. S.A , the U. K., and the U. S. S. R. reached astronomical 
figures. In India the financial burden rose ^nearly six times the 
pre-war level. The total expenditure charged to revenue in 1938*39 
was Rs. 85*15 crores, whereas in 1944-45 it was Rs. 512*65 crores. 
’The total defence expenditure in India which was only Rs. 53 crores, 
in 1939-40 shot up to about Rs. 900 crores in 1944-45, and was 
almost the same in 1945 46. One would have shuddered to think of 
aueh a figure before the war. There was also a phenomenal expan¬ 
sion in the revenues too. Since 1939 there has been an increase of 
329 p c. and 122 p. c., respectively, in Central and Provincial 
revenues. 

Let us examine the two sides of the war balance-sheet, viz,, the 
•expenditure and the revenue. 

Expenditure During the War . During the six years of the war 
the aggregate expenditure charged to revenue was Rs. 1598 crores. 
On the pre-war level it should have been only Rs. 511 crores. This 
spectacular increase is solely due to an increase in the defence 
expenditure, which was only Rs. 4618 crores in 1938 but which rose 
to Rs. 397*23 crores in 1944-45 and Rs. 391*35 crores in 1945*46. 
This is indeed a big jump. But even these figures do not give a 
complete idea about the total defence expenditure, as they do not 
include the amounts spent by His Majesty’s Government under the 
financial settlement between the Government of India and His 
Majesty s Government, and the Lend-Lease aid received from the 
<J. S. A. 

The Revenue Side . In order to meet this huge expenditure, the 
Government of India had to resort to all the usual devices for raising 
funds, viz , increasing the rates of existing taxation, the imposition 
of new taxes, the raising of loans and, finally, creating money or 
inflation. The total revenue during the six years of war comes to 
Rs. 1113 crores whioh should have been only Rs. 567 crores at the 


1. S m Indian Information oi June 1, 1945. 



INDIAN ECONOMICS 


I 

normal pre-war level j this means an increase of 100 p. o« Extm 
taxation accounted for two-thirds of this increase and the rest was a 
normal growth* 

The supplementary budget of 1940 levied a surcharge of 25* 
p. c. on inci me-tax, super-tax and corporation tax, which was raised 
to S3| p. c. in 1941-42 and to 50 p, c. in 1942-43. The rates ot cor¬ 
poration tax, income-tax and surcharge on super-tax were raised in 
1943-44 and surcharge on income-tax on certain slabs was raised in 
1944 45. 

Excess Profits Tax (E. P. T.) was levied in 1940-41 at the rate 
of 60 p. c. on all abnormal war profits above a taxable minimum of 
B$. 30,000 ; the rate was raised to 66f% in 1941-42. In 1944-45 
under tbe compulsory deposit scheme the whole of the excess profits 
remaining after E. P. T. and income and super-tax have been paid 
was immobilised. The industrialists objected to the E.P.T. on 
the ground that it made it impossible for them to build any reserve 
*or reconditioning of their plants after the war. The war meant 
a great strain and wear and tear to the plants, some of which must 
be replaced as soon as possible. The tax held up the rationalisation 
or efficiency schemes and thus impaired the competitive strength of 
the Indian Industry. In the absence of this tax they would have 
faced the post-war competition with confidence. Even Sir Archibald 
Rowlands admitted in his budget speech for 1946-47 that the E.P.T. 
was a thoroughly bad tax by all the cannons of taxation and he had 
to discontinue it on earmngs arising after 31st March, 1946. It was 
only an emergency measure. The abolition of E.P.T. was a welcome 
relief to Indian industry. Other concessions to industry included 
special initial depreciation allowances of 10 p.c. on new buildings 
and of 20 p.c. on new plant and machinery and to allow for income- 
tax purposes expenditure on scientific research. 

Several other taxation measures were necessitated by the war. 
Sugar excise and import duties were raised from Rs. 2 to Rs 3 per 
cwt. in 1940-41 Petrol tax was raised from 10 as. per gallon to 
12 as. Tbe supplementary budget in November 1940 provided for 
an increase in postal and telegraph rates and telephone rentals which 
were increased still further in 1943-44. The excise duty on matches 
was doubled in 194142 A new excise duty on pneumatic tyres 
and tubes was introduced. The import duty on artificial silk yam 
was increased from 3 as. per lb. to 5 as. per lb. An emergency sur¬ 
charge of one-fifth was levied on all customs import duties m 1942-43*. 
Next year, two new excise duties were introduced, viz , on tobacco 
and on vegetable products. The excise duty on tobacco was further 
increased in 1944-45 and three new excise duties were introduced in 
that year, viz., betelnut, coffee and tea. 

As a result of the taxation measures adopted during tbe war 
tbe tax structure of India has undergone a fundamental change* 
The Indian tax system has become decidedly more progressive. The 
direct taxes have come to play a much more important part. The* 
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regressive character of the Indian tax system has been consider¬ 
ably toned down. The aggregate tax on income /increased from 
R«. 17 28 crores in 1938-39 to Rs. 190*5 crores in 1945*46 which 
means a 12-fold increase. In 1938-39 the proportion of taxes <m 
income to total tax revenue was 26 p. c. but was as high as 70 p. e* 
in the revised budget for 1944*45 and 62*3 p. c. in 1945*46. The 
yield of customs revenue in spite of 20 p.c. general surcharge showed? 
a decline due to import restrictions and shipping difficulties. The 
excise revenue has shown unusual buoyancy. Their yield in 1938-39 
was Rs. 8*66 crores, but it jumped up to Rs 39*07 crores in 1944*4& 
and Rs. 49 crores in 1945-46. In course of time the excise duties* 
mav be expected to wrest a place of importance from the customs* 
revenue. The yield of customs duties was Rs. 40*51 crores in 
1938-39. It dropped to Rs. 26*20 crores in 1942-43, but the estimate 
for 1945-46 rose to Rs. 55*25 crores. These are a few indications 
to show that a bit of revolution has been effected in our tax 
system. 

13. The Budget for 1950-51* The following are the main 
Heads of Revenue and Expenditure of the Government of India and 
relate to the revised accounts for 1949-50 and the budget for 
1950-51. 

Revenue, 


(Id lakhs of Rs.> 



Revised. 

1949-50 

Budget. 

1950-51 

Customs 

1,20,43 

1,06,5* 

Union Excise Duties 

69,19 

71,66 

Corporation Tax 

40,60 

88,72\ 
-62*/ 

Taxes on Income other than Corporation Tax 

1,08,40 

1,43,»0\ 
-14,37/ 

Opium ... 

1,28 

1,55 

Interest 

1,32 

1.U 

Civil Administration 

7,17 

7,87 

Currency and Mint 

9,99 

9,52 

Civil Works ... 

1,13 

1,27 

Other Sources of Revenue 

Posts and Telegraphs 

GO 

9, <9 , 

Net contribution ... ..* 

Railways 

3,77 

3f» # 

** y# 

* I 

Net Contribution ... 

Deduct—Share of Income-Tax revenue payable to 

7,00 

6,37 

Provinces .« 

— 45,74 

- 55,20 \ 

+7.12* J 

Total Revenue 

332,36 

. 3,47,60 \ 
-8,31*/ 


•Effect of Budget Proposals. 
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Expenditure 


direct demands on revenue 

13,09 

13,SI 

Irrigation ... 

10 

n 

Defence Servioee (net) ... 

1,70,06 

1,68,01 

Omi Administration ... 

40,89 

60,06 

Currency and Mint 

2,43 

1.76 

'Civil Works ... ... 

8,13 

9,97 

Miscellaneous 

60,72 

38,70 

Contribution* and miscellaneou adjustments 
between tJnion and State Governments 

2,96 

16,41 

Extraordinary Items ... 

8,30 

3,44 

Debt Services 

38,81 

36,50 

Total Expenditure 

3,36,10 

3,37,88 

Surplus (+) Deficit (—) 

-3,74 

+ 1,31 


In the budget, as finally adopted by the Parliament, the 
surplus of Re. 1*31 crores disappeared and the budget was merely a 
balanced budget. The surplus disappeared because (a) rebel in 
taxation was granted to lower income groups by raising the exemp¬ 
tion limit, ( b ) excise duty on match boxes produced in cottage and 
small-scale industries was reduced, and (c) rebate was granted on 
imports of parts of motor cars to owners of public vehicles. 
Actually the year 1950-51 was expected to close with a deficit of 
Rs. 25 crores. 

The year 1950-51 represented a second break in our budgetary 
statistics, the first occurred in 1947 when the country was divided. 
The 1950-51 budget is the budget for the whole of India including 
the integrated states and not merely for the former British Indian 
Provinces. The figures are not therefore comparable with any 
previous year. The effect of federal financial integration is estimated 
at a net expenditure of Rs. 9$ crores. 

The budget of a nation is the mirror of its economic and 
political conditions and it ieflects the problems the nation has to 
face and the ordeals through which it has to pass. Since the 
partition our budgets have been dominated by the desire to curb 
the inflationary spiral by mopping up the surplus purchasing power 
and stimulating production through tax reliefs to the industrialists, 
refugee relief and rehabilitation expenditure, heavy military ex¬ 
penditure due to Kashmir affair and uncertain political situation 
all around. In all these respects the budget for 1950-51 is merely a 
continuation of the previous post-partition budgets. 

In order to stimulate enterprise and encourage capital forma¬ 
tion, the budget for 1950-51 gave the following reliefs in taxation 
which meant a concession of Rs. 15 crores :— 

(1) Business Profits Tax was abolished. 

(2) The rate of income-tax payable by companies was reduced 
from 5 as. to 4 as. 
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<(S) The tax payable on sales between Rs. 10,000 and R». 16,000 
was reduced from 34 as to 3 as. 

( 

k <4) The tax on the income slab above Rs. 15,000 was recced 
from 5 as. to 4 as. 

(5) The maximum rate of super-tax was reduced from 9 as. for 
earned income and 10 as. for unearned income to 8 as. 6 ps* 

<0) Tor individuals the minimum exemption limit for 
income-tax was raised from f Rs. 3,000 to Rs. 3,600, and 
for the Hindu undivided families from Rs. 5,000 to 
Rs. 6,000. 

{7) The income from bouses built before 31st March 1950, was 
exempted from income-tax for two years. 

(8) The postal rates for local delivery were lowered. 

{9) The basic minimum charge on telegrams was reduced by 
one anna for ordinary and two annas for express tele¬ 
grams. 

(10) The trunk call telephone rate was reduced from Rs. 16 to 

Rs 12 for ordinary and from Rs. 32 to Rs. 24 for urgent 
calls. 

(11) It was declared that the Dividend Limitation Act would 

not be renewed after March 1950. 

The other salient features of the budget were the abolition of 
iihe distinction between earned and unearned income, the raising of 
the super-tax rate by half anna, the raising of the export duty on 
hessian and raw cotton and the imposition of new export duties on 
mustard oil, black-pepper and iron and steel, the raising of the cor¬ 
poration tax from 2 as. to 2$ as., etc. No fresh taxation was levied. 
The defence expenditure was cut down by Rs. 2 crores, but will still 
cost nearly 50% of the total budget. 

The budget is not without critics. There are those who hold 
that each successive dose of concessions granted to capitalists only 
sharpens their appetite, and they clamour for further concessions. 
They have become ‘spoilt children’. Inspite of rebates and reliefe 
offered, industry still remains in a state .of stagnation. On the 
other hand, the representatives of the business community are of 
the opinion that the concessions granted are not, adequate to 
stimulate industrial enterprise. The budget does not afford sufficient 
Telief to those sections of the niiddle classes who constitute the 
breeding centres of capital and genuine investment* The Finance 
Minister was also criticised for not effecting any economies in ex¬ 
penditure. But considering the nature of problems, economic and 
political, that face India to-day, perhaps much economy is not a 
practical proposition It is also pointed out that the budget has 
not succeeded in checking inflation. But when all is said it must 
be admitted that the Finance Minister has husbanded the finances 
of the country in an eminently successful manner. 
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14* Recent Financial Trends. For some years the customs, 
revenue is likely to register an increase as the shipping situation 
becomes easy* There is huge pent-up demand for both consumer’s, 
goods and producer’s goods. The imports are bound to increase* 
But as industrialisation in India gathers momentum, this source of 
revenue will contract and the excise duties will become more 
important. 

The yields from income-tax, super-tax and corporation tax are 
likely to go up as India gains a measure of industrial prosperity* 

Direct taxation will assume still greater importance, and the 
Indian tax system will shed its regressive character and become* 
more and more progressive, and hence more equitable. 

Greater reliance will be placed on public borrowing to finance 
post-war development schemes. 

The higher scales of salaries that have been fixed may put the 
Government in fairly difficult position as deflationary tendency sets 
in. 

Among the possible new sources of taxation may be mentioned 
Estate Duty— a duty on property other than agricultural property, 
agricultural income-tax, the expansion of sales or turnover tax, 
and finally revenue from some of the key industries which may be 
nationalised. 

15. Taxable Capacity. The term taxable capacity* is capable 
of being used in different senses In the absolute sense it means 
the limit beyond which no tax-payer can possibly pay any further 
tax ; it may also mean that for each tax there is an optimum point 
beyond which the tax should not be increased ; otherwise its yield 
will begin declining. 

Attempts have been made to estimate a country’s taxable 
capacity in order to explore further avenues of taxation Sir Josiah 
Stamp would measure it by the surplus of production over consump¬ 
tion, i. e., by savings. But it is not possible to measure taxable 
capacity with any precision. As a matter of fact, taxable capacity 
is not anything definite or a rigidly fixed quantity. It is fluid and 
it varies with circumstances. It very largely depends upon the 
psychology of the tax-payers. A popular leader at the helm of the 
State affairs can galvanize public spirit and enthusiasm so 
that the response to appeal for financial help is astonishing. People 
cheerfully pay taxes to further a popular cause which otherwise 
might have evoked a rebellion. A responsible Government is in a 
happier position in tapping the potential taxable capacity of the 
nation. 

Members of neither the Provincial nor the Central legislatures 
are willing to incur the unpopularity by voting increased taxation. 

The taxable capacity thus depends on the will to pay and any¬ 
thing that affects this will. The rate of the tax, the method of 
collection, in particular, tbe purpose on which money is spent and 
^distribution of wealth in the country aie some of ths Important 
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factors tfant determine the taxable capacity. Further, it is held that 
private ^property is a public trust and must be surrendered at the 
demand of the State 1 From this point of view the question of 
capacity does not arise and the taxation is governed by the necessi¬ 
ties of the State. 

As for the taxable capacity of India in the sense in which 
Stamp usee the term, it is pointed out that the consumption in 
India is very small as the standard of living is extremely low. As* 
the taxable capacity is the measure of the difference between pro¬ 
duction and consumption, it is inferred that our taxable capacity 
is large. This is obviously a wrong conclusion, for the production 
in India is also very email. There is a certain civic minimum of the 
standard of living, not for the individual but for the family, which 
must be ensured to the people so that they do not merely exist but 
live and work efficiently. A tax should not impair the productive, 
capacity of an individual by encroaching upon the bare necessaries 
of life. 

Sir Walter Layton points out that taxation in India forms only 
8 per cent, of tlie national income, whereas it is 20 per cent. in 
Britain and 20 per cent, in Japan. According to him* there are 
large accumulations of wealth which can be taxed without the tax 
becoming intolerable. He says : '‘In spite of the wide-spread 
poverty in India, I see no reason to doubt that the public revenues 
of India can be substantially increased without taxation becoming 
intolerable.”* The budgets, since the war, bear ample testimony to 
the potential taxable capacity of India. But this capacity should be 
wisely exploited. The only justification for exploiting it will be the 
increased expenditure on the beneficent functions of the State, and 
after the military budget has been considerably scaled down. 

16. Burden of Taxation and its Distribution. There has 
been a lot of controversy on the subject whether India is lightly 
or heavily taxed. It has already been mentioned that tax in 
India is only S per cent, of the national income, whereas it is as Eigk 
as 20 per cent, in Japan and 20 per cent. m Britain. The tax 
burden per head in 1939-40 came to only Rb, 5-0-2 , The tax 
burden must be now mush higher on account oF additional taxes 
levied to meet the war expenditure. It may be put at Rs. 6 per 
head nearly. The inference is drawn that India is muck more 
lightly taxed than the other advanced countries. But this is not a 
valid inference. 

The figures given above, no doubt, would indicate a lighter 
burden of taxation in India. But we cannot go by these figures 
alone. The level of taxation cannot be considered without say 
reference to the nature of public expenditure. If the citizens do not 
receive any reasonable return in the shape of beneficent serviced 
rendered by the State, even a light tax becomes burdensome. If*, 


1. Stamp Principles of Taxation, p, 134. 

2. Indian Statutory Commission Import, Vol. 2 , p. 208, 
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cm the other hand, the State performs numerous social services for 
-the individuals, even high taxes are ungrudgingly paid* This only 
means that the people have decided to fulfil more of their wants 
collectively rather than individually. If the State provides free 
education, free medical aid, undertakes to look after the dependants 
-of the deceased bread-winner, and train and find a job for every 
young man, why, it may tax away half of our incomes ; and if it 
goes further and undertakes to provide all our requirements of food, 
clothing and others and provide free cinemas and such other ameni¬ 
ties* it can appropriate in taxation even 75 per cent, of our income 
without the taxation becoming oppressive. 

In other advanced countries State grants poor relief* provides 
insurance against sickness, unemployment and old-age pensions, 
makes excellent sanitary arrangements, builds and maintains good 
roads, and provides educational and medical facilities on a liberal 
scale. There the taxes cannot be burdensome. But in India, 
where the bulk of the revenue is swallowed up by the military 
•expenditure, debt services, and civil administration and little is left 
for social services of the type mentioned above, even the small 
amount of tax is grudgingly given. Further, a higher percentage of 
tax on income in rich countries may actually mean a lower burden 
of taxation, whereas a lower percentage in the poor country may 
mean that it is more burdensome. This is an elementary principle 
of progressive taxation. Therefore, India is not so lightly taxed as 
is sometimes supposed. 

But the inequity, if any, in the tax system does not lie in the 
figure of taxation but in the distribution of the tax burden and it 
is in this respect that Indian tax system is the greatest offender 
Most of the Indian taxes press more heavily on the poor, e. g land 
revenue, customs, excise duties on matches, etc. Land revenue 
is positively regressive. Only income-tax, tax on motor spirit, 
and taxes on luxuries in the import schedule fall on the rich On 
the whole, the burden on the poor is much more than on the rich. 
This is the opinion of the experts. The Indian Taxation Enquiry 
Oommittee (1024-25) and Sir Walter Layton in 1930 supported this 
opinion, and Sir James Grig^; declared in the Assembly in March 
1938: “I have^iio doubt that taxation in this country (India) 
lets off the Hch^too lightly and presses the poor too heavily.” Prof. 
1L T. Shah worffffl out the figures relating io 1923-24 dnd" came to 
the conclusion that “ec onomically the weaker and less able section 
bears pecuniarily the lar gest proportion of t¥e tax burdens in 
India .. .. While from the average lamily income of Rs 1,000 per 
annum and over, the tax deduction aggregates Rs 100 orores out 
of a total of Rs* 600 crores of wealth enjoyed by less than a twenty- 
fifth of the population, the remainder of Rs. 150 crores is deducted 
from a total wealth of about Rs. 1,000 or 1,200 crores enjoyed by 
06 per cent* of the remaining population/’ 1 


1. See Jathar and Beri—Indian Economics, Vol* II, p, 64. 
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It is necessary that the burden of taxation should fee made 
more equitable. Articles and services of general consumption 
should fee exempted or taxed lightly and those consumed by the 
rich should be taxed more heavily. There is a strong case lor 
reduction of land revenue and imposition of tax on agricultural 
incomes. These are only a few suggestions. Several other reforms 
can be introduced to achieve the same purpose. The Budget pro¬ 
posals for 1946-47 reflect a change for the better in this respect. 
Sir Archibald Rowlands refuted the charge that it was a rich man’s 
budget. He pointed out that whereas before the war the direct 
tax-payer paid 23 per cent, under the new proposal he would pay 
55 per cent. The moderately prosperous woyld now pay more than 
half of their income and the rich man would pay practically 90 per 
cent. 

During the war, the burden of taxation had become almost 
unbearable. India is a very poor country and the tax burden can 
only be gradually increased. 

INDIAN PUBLIC DEBT 

17* Nature of Public Debt. India occupies a very happy posi¬ 
tion so far as her public debt is concerned, because most of her 
public debt is productive, and yields a large revenue, much larger 
than the interest charges. The bulk of her debt is invested in 
solid and lucrative assets like railways and irrigation works, or is 
loaned out to the States. Thus the capital outlay on railways up to 
31st, March 1946 accounted for no less than Rs. 797 crores, on Posts 
and Telegraphs and other Commercial Dapartments Rs. 42 crores. 
Loans and Advances Rs. 144 crores nnd Cash and Investments Rs. 
547 crores, making a total of Rs. 1,530 crores. Thus, of the total 
interest-bearing obligations of Rs. 2,159 crores only Rs. 629 crores 
represent uncovered debt. Even this may not be called wholly un¬ 
productive, for the defence capital outlay and capital outlay on 
Central property is not without value. 

18, The Increase in Public Debt. The volume of public 
debt was only i 7 million in 1792. But the wars that the East 
India Company waged for conquering and consolidating the British 
Empire in India meant an increase of debt. On the eve of the 
Mutiny it stood at £ 60 million ; the cost of the Mutiny raised it *io 
£ 100 million in 1860. The debt of the East India Potnpany was 
inherited by the present Indian Government when the authority 
passed from the Company to the Crown. The East India Company 
had also to be paid dividends till the Company’s stock was liquidate 
ed in 1874. Most of the debt was unproductive ; but since the 
Crown had assumed the authority, there was a steady increase 
in productive debt due to launching of irrigation and railway 
schemes. 

In the pre-war years, Government made vigorous attempts to* 
cut down the amount of unproductive debt through the manipulation 
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'di merely an accounting transaction. The surplus revenue was 
utilized in public works ; but it was first supposed to be repayment 
of the ordinary or unproductive debt and then re-lent for public 
works schemes. Thus each surplus utilized for public works in 
creased the productive debt, but it at the same time decreased 
correspondingly the unproductive debt. The result was that in 
<1014 the unproductive debt was reduced to a small figure of Rs. 3 
■ mores. The unproductive debt would have been extinguished 
altogether in this way in a few years had not the War of 1914-18 
come in with a heavy load of the unproductive debt. War gift of 
£ 190 million to the British Government and recurring deficits in 
post-war years added to our debt. The amount of unproductive 
debt in one decade (i.e., by 1924) rose to Rs. 258 crores, the produc¬ 
tive debt rose from Rs. 400 crores to Rs. 700 crores during the 
same period. 1 Mr. Gokhale was a strong critic of this policy of re¬ 
ducing the unproductive debt. In his opinion, there was no need 
for such unseemly haste, for the amount of the unproductive debt 
was not large. It would have been better to utilize the revenue 
surpluses either in giving relief to the tax-payer in the form of 
lowering or remission of taxes or in extending the scope of beneficent 
activities like education, public health, etc. 

The following statement compares the present debt position 
with 1938-39 



(In millions of rupees.) 

As on 31st March, As on 31st, March, 
1^39. I960. 

INDIA- 



Loans 

4,378-7 

14,967 5 

Treasury Bill and Ways and 


Mean» Advances 

463-0 

3,693*3 

Treasury Deposit, Receipts 

,. 

90-0 

Special Floating Loan 

.. 

1,336-8 

Expired Loans 

6-6 

32 3 

Total 

4,848-2 

20,118*9 




ENGLAND 

: 


Loans 

3,965 0 

28*7 

War Contribution 

206*2 

206*2 

Capital Portion of Railway 
Annuities 

478-2 

132*0 

Expired Loans 

*1 

*3 

Total 

4,649*5 

368 1 

Grand Total 

9,497-7 

20,487-0 


1. Datt.a, B. P.—Economic Problems of Modern India, by Redba Kamal 
Makerjee, 1941, pp. 478-79. 
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19* External Element in our Public Debt, A very large 
jtoportion of our public debt was external. External debt is & 
dead weight on the country, whereas internal debt merely involves 
a redistribution of wealth within the country. Interest paid on 
foreign loan goes out of the country and is a clear loss. The extent 
of our foreign obligations was estimated by Dr, Keynes in 1908 to 
be £ 35$ million. Dr. Dubey in 1930 put it at £ 600 million 1 and 
B. Ramchandra in 1934 at £ 612 million. 4 Bulk of the sterling 
•capital is, of course, held by foreigners ; but they also hold nearly 
one-half of the rupee debt. Though the rupee debt is only issued 
in India, it is not necessarily held by the Indians. It is estimated that 
Rs. 15 crores go out every year in interest payment. Profits to 
foreign capital amount to £ 16 million every year.® 

These transactions are likely to evoke adverse comments on 
our relationship with England. It is, therefore, very gratifying 
that our sterling obligations have now been wiped out on account of 
our financial transactions during World War II. The war has 
proved a blessing in disguise. Our financial authorities had a very 
poor opinion about the Indian money market till the war (1914-18)* 
when success of war loans gave them a very agreeable surprise. Vp 
to the last war, whenever the Government of India wanted money, 
it invariably approached the London Money Market, The rates 
offered were sometimes unduly high. Since then they have resorted 
more and more to the Indian market which has proved cheaper. 
There was another objection to foreign loans. The foreign investors 
always clamoured for safeguards and impeded constitutional de¬ 
velopment in India. 

20. Funded (Permanent) and Floating Debt. About 90 per 
cent, of India’s debt is Funded or permanent debt. During the 
first war (1914-18) an innovation was introduced. Treasury Bills 
were issued. They are repayable generally after three months. 
But fresh issues are made when the old issues mature. Treasury 
Bills now form a very important feature of Indian finance. Such a 
large amount of floating debt, however, may prove a source of 
embarrassment to the Government. 

21. Debt Redemption. Till recently the Finance Department 
in India had no systematic plan for the redemption of debt. Some 
sort of sinking fund for the purpose is always desirable not merely 
because it is better to repay debts, but also because contributions 
to sinking fund evenly spread out the burden of debt "over future 
generations. It is also necessary for the maintenance and improve¬ 
ment of the credit of the country. 

Lord Wellesley in 1798 experimented with a sinking fund, but 
the scheme was continued only for a decade. The Government of 
India did make some haphazard attempts in the direction of reduo- 

1, Dubey—Indian Public Debt 1930, p, 3, 

S, India Analysed Vol. II, p. S7, 

3 Rangas womy Aiyanger—Some Trends of Modem Tublk Finance, 1930. 
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lion or avoidance* of debt. Obligations arising out of the purchase* 
of railways were met by a compulsory scheme of annuities* and rail¬ 
ways sinking funds were used for the purpose. The annual Famine 
Insurance Grant was also sometime utilized for the reduction of 
debt. Deference has already been made to the utilization of revenue 
surpluses for the reduction of ordinary debt. A sinking fund was 
created in 1917 when £ 500,000 were proposed to be set aside every 
year, and also 1$ per cent, of the loan for the purchase and cancella¬ 
tion of securities* 

But the credit of having introduced the first systematic 
scheme for regular debt redemption belongs to Sir Basil Blacket. 
He proposed setting aside every year Rs. 4 crores plus l/80th 
of the excess of the debt outstanding at the end of each year 
over that outstanding on 31st March 1923. In 1931-34, when 
the railways, on account oi loss of income, ceased making any 
contribution to the general revenues, the Blacket scheme was 
suspended and provision for reduction of debt was reduced to Rs. & 
crores. As the debt is mainly on account of the railways, it was 
considered fair to stop provision to the general revenues The rail¬ 
ways have, however, resumed contributions ; but the provision for 
reauction of debt still continues to be Rs 3 crores every year. 

Postal Savings and Postal Cash Certificates are also obligations 
of the Government of India. Formerly they were considered to be 
repaid out of inflow, and no regular provision was made for 
their repayment. Since 1930, however, the actual accruing liability 
for the postal cash certificates has come to be regularly provided for. 

It must be said that our debt redemption arrangements are 
Still far from scientific. Tn other countries there are commissioners 
for public debt who constantly keep their hand on the pulse of the 
money market, so that they may be able to choose the best time for 
fresh issues or for conversion plan They dovetail properly all the 
loans and plan out harmoniously the redemption of the various issues. 
We should also have a similar organization. 

22. Effect of World War II on Public Debt Such a gigantic 
war as the Second World War could not leave the finances of 
a country unaffected. The Government of India had to resort to 
loan operations in order to prosecute the war successfully. Among 
the several loan issues may be mentioned 3 per cent* Six-year Defence 
Bonds issued in June 1940, Ten-Year Defence Savings Certificates 
and Interest-free Bonds, and second 3 per cent. Defence Loan of 
longer duration issued in February, 1941, to replace 3 per cent. Six- 
Year Defence Bonds. Besides these loan issues, Defence Savings 
Provident Fund was instituted for all Government servants and 
also Postal Defence Saving Bank Account giving 1 per cent, more 
interest than the ordinary Savings Bank Account. In 1945-46, the 
borrowing programme was further extended by the issue of 3 
per cent, loan 1953-55, 3 per cent. First Victory Loan 1957, Re issue 
of 21 per cent* 1948-52, and 3 per cent. Funding Loan 1966-68. 
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The Investment in Government Loans resulted in the withdrawal of 
wedundant purchasing power from the public. This reduced the 
pressure on the prices of consumable goods and the loans enabled 
the Government to build up reserves for development purposes 
The progressive total of public loans issued since the beginning of 
the war up to the end of January, 1946, amounted to Rs 1,173 
crores. 

Redemption and Repatriation of India's Sterling Debt , The big- 
.gest surprise that has come to us from the war (1939-45) is that 
our long standing foreign debt has been after all practically wiped 
*out. In 1941-42 instead of paying anything we expected a refund 
of £ 26 million. Funded debt of India in Great Britain which stood 
before the war at £ 300,000,000 has been extinguished. The totas 
amouhfc of repatriated sterling debt up to February 21, 1944, wae 
£ 350 million The railway annuities and debenture stock will bfc 
liquidated m 1956, if not earlier. That the character of public debl 
in India has undergone a significant change is clear from the fact 
that it is now, nearly all of it, in the form of rupee debt. India finds 
herself in entirely a novel situation In 1938-39 the public debt 
was Rs. 395*50 crores, and by 1945-46 it came down to barely Rs. 14 
crores. 

But how has this miracle been accomplished ? Her balance of 
trade was markedly favourable; she sold more than she purchased 
from outside : she sent large quantities of military supplies to 
His Majesty's Government ; she incurred expenditure on behalf of 
the Allies ; she had to recover a portion of war expenditure from 
the British Government, bhe also received a substantial amount to¬ 
wards the coat of modernization of the equipment of the Indian 
Army. All these factors cumulatively turned the scales in favour of 
India. India accumulated sterling balances whhh stood at £1,330 
million on March 31, 1946. Since then they have been falling due to 
large imports of food-grains and consumers’ goods. After the settle* 
ment of December 1950, the sterling balances came down to £ 619 
million. 

But this new situation now is fraught with serious problems. It 
will be necessary to husband these resources and not to fritter them 
away. 

In his budget speech Sbri 8hanmukham Chatty, tbp Finance 
Minister, amply explained how our debt position was intrinsically 
sound. At the end of 1948 the total outstanding public debt 
atood at Rs 1,795 crores and it was expected to rise by a further 
Rs. 56 crores during 1949 to Rs. 1,851 crores. The total of the 
interest-bearing obligations was estimated at Rs. 2,182 crores at 
the end of 1948 and Rs. 2,331 crores at the end of 1949. Against 
these obligations we expect to have at the end of 1948 roughly 
Rs. 1,161 crores and at the end of 1949 nearly Rs. 1,237 crores by 
wvay of interest-yielding assets representing the investment in the 
two great commercial departments of Government, namely, the 



JNMAN ECONOMICS 


658 

Railway^ and Boats and Telegraphs, outstanding amounts due from* 
the Provincial Governments, Indian States, Burma and others and* 
the probable debt due from Pakistan. Besides* there were cash 
and other investments on treasury account amounting* to Rs. $46, 
crores at the end of 1948 and Rs. 130 crores at the end of 1949* 
Thus the total interest-bearing obligations not covered by the interest- 
yielding assets and cash and other investments were estimated to 
stand at Rs. 775 crores at the end of 1948 and Rs. 864 crores at the 
end of 194$. 

The burden of debt must be judged primarily by the size of 
the dead-weight debt. The total public debt has been estimated' 
at Rs. 2,225 crores (1949) out of which only Rs. 900 crores is re¬ 
presented by unproductive debt. This amount is certainly very 
small when compared with our resources, and national income. The 
Finance Minister roughly puts the national income at Rs. 4,500* 
crores. Thus our total interest-bearing obligations which were 
expected to stand at Rs. 2,231 crores at the end ol 1949 amount to 
less than half of our national income. In the United Kingdom 
and the U. S. A. it is nearly three times and more than 1| times, 
respectively. 

There is another way of looking at out debt position. We 
might consider the interest charges in relation to the annual revenue. 
For 1948-49 our gross payment of interest charges amounted to 
Rs. 6P82 crores. We get Rs. 25*66 crores from our commercial depart¬ 
ments like Railways and Posts and Telegraphs etc., and by way of 
interest receipts from Provincial Governments and other sources. The 
net interest payment is, therefore, Rs. 36T6 crores. If we deduct 
Rs. 9 crores that we expect by way of interest from Pakistan, the 
net interest payment comes to about Rs. 27 crores. The anticipated 
revenue is Rs. 256*28 crores. The net interest payments are thus 
10J p.e. of our revenue. This shows that India can carry a much 
larger debt burden and there is great scope for the raising of pro¬ 
ductive loans. Thus the savings of the community can be mobilised, 
on a much larger scale for financing the various development 
schemes. In the words of Shri Chetty, “In spite of all the trials to 
which our infant State has been subjected to we have the solids 
foundations on which we can confidently build the superstructure of 
our economic and social edifice / 9 



CHAPTER XXXIV 

PROVINCIAL FINANCE 

J. Introduction- We have seen in a previous chapter 
at one time the Indian provinces had no independent financial 
existence. They were at the mercy of the Centre and were fed by 
annual grants. The process of financial devolution culminated in ldl&> 
In a clear-cut division of revenue sources between the Central and 
Provincial heads. The principal heads of revenue for Provincfet 
Governments, now are Land Revenue, Irrigation, Excise, Forests, 
Stamps, Registration and other Scheduled taxes. 

Now a word about each of these heads of revenue. 

2. Provincial Heads of Revenue. Land Revenue Land' 
revenue has occupied a very prominent position in the Indian tax 
system. Next to customs it is the most important source of revenue, 
bringing in Rs, 34 crores a year. 

But the Indian land revenue system is full of anomalies. A 
non-agriculturist, earning less than Rs. 3,000 a year, is not taxed ; 
but even the poorest peasant, hardly earning enough to support 
himself and his family for a few months m the year, has to pay 
land revenue. The XL P. Banking Enquiry Committee considered 
30 per cent, of holdings to be uneconomic and another 52 per cent, 
just on the margin Obviously the Government cannot afford to 
incur a huge loss of revenue by freeing 82 per cent of the holdings. 
Exemption of uneconomic holdings will encourage farther fracfcfon- 
alixation, Besides, it is difficult to fix on any objective test of an 
economic holding; it will vary from province to province. There 
are scores of other administrative difficulties. And yet some way 
must be found to give relief to the Indian peasant who is the 
poorest and the most heavily taxed in the world. 

The land revenue demand forms a certain percentage of *net 
assets’ but there are wide provincial variations in this respect and 
also in the terms of settlement. It varies to the extent of 28 per 
cent, between province and province and 300*—430 per cent., if 
viewed in relation to the provincial population. 1 2 ‘Its proportion to 
rent ranges from 50 to 20 per cent, in the U.P., 42 to 7 pel* cent, in 
the <XP. and 100 to 10 per cent in Madras ,a 

The greatest of all anomalies arises from the Permanent Settle¬ 
ment of Bengal by which the State has surrendered in perpetuity its 
share of incremental values. The rigidity of the land revenue arise 4 * 
from the fact that it is fixed for a long period. This defect has 
been overcome in the Punjab by the introduction of a sliding scale 
system. 

1. 0* N, Vakil—Fiscal Developments in British India, l£>20, p* 371. 

2. Rangaswamy Aiysugar—Some Modem Trends m Public Finance, 1936. 
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There is no doubt about this tax being regressive* As the 
agricultural interests dominate in the provincial legislature, it is 
very likely that, given a favourable opportunity, land revenue will 
%e reduced. 

The shortcomings of land revenue have been thus summed uo : 
**Tt is uncertain in incidence, incorrect in assessment and collection, 
uneconomic in its administration, unequal in its distribution and 
inelastic, and far from benefiting the cultivator who pays the tax, 
it is prejudicial to the growth of capital and improvements in 
^agriculture 1 .” 

Irrigation. Water rate is in the nature of a tax. But there is 
no dear principle on which it is charged. The practice varies from 
province to province. Sometimes it is mixed up with land revenue ; 
in other cases different rates are charged for irrigated and un¬ 
irrigated land. Water rate cannot be charged on the cost-of-service 
principle for then the rate will be different for each irrigation work, 
nor can it be charged on the benefit principle There has to be a 
compromise. 

There are grounds for a generous treatment of the cultivator. 
It is wrong to think that a particular class benefits from irrigation 
works. They increase national income and taxable capacity ; they 
save life in case of famine and obviate the necessity of remission 
and suspension of land revenue. Therefore they have to be con¬ 
sidered from a broader social point of view 

At present, the water charges are seldom revised ; yet frequent 
revision is essential 10 suit the charge to the profitableness or other¬ 
wise of agriculture. It will be better if irrigation finance is separated 
from the general provincial finance 

Excise. The excise revenue is derived from the duty on 
manufacture of alcoholic liquor, drugs, opium, etc , and from licenoe 
fees from the vendors The excise income in 1929-30 rose to an 
alarmingly high figure of Rs. 20,41,23,285. It was alarming because 
it indicated increase in the habit of drunkenness. In recent >ears 
the excise revenue has gone on decreasing or has remained stationary. 
In course of time, this source is sure to get dried up. It is the 
wish of every social reformer in India to see the evil of drink stamped 
out from the country. 

The Government has been trying to check consumption by 
moderately high duties which may not encourage illicit distillation. 
The Congress Ministries boldly launched on the policy of selective 
and gradual prohibition. Total prohibition at one stioke seems to 
*be beyond the pale of practical finance Apart from a loss of 
revenue, it will mean increase in administrative expenditure in 
cheeking smuggling or illicit distillation. But through the reduction 
of the number of shops, limitation in number of opening hours, 

1. is arasimba Aiy^mer—Indian Journal ot Economies, VII (1027). 
„p* 147. 
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restricting the supply, higher tax on stranger liquor and curtailment 
of other attractions in the shops, and gradual extension of *<foy* 
areas, the goal offarohibition can be realized. , 

There is a deep-rooted sentiment in India against drink ; 
every Indian woman is opposed to it. But exclusive relianca on* 
‘reform-from-within* principle will mean postponement of complete 
prohibition till Dooms Day. Restrictive legislation is absolutely 
essential to hasten the approach to this very desirable goal. Most 
of the Provincial Governments have now adopted the policy of 
prohibition. There is now Congress rule in all provinces. We may, 
therefore, expect that the policy of prohibition will be implemented 
with due speed and all earnestness. 

Forests . Forests require a very liberal capital outlay for a 
long time before they can be made to yield a handsome return. 
Money has to be almost lavishly spent on afforestation, protection 
and development of the means of transportation. Private enter* 
prise cannot do it. But the State can well afford to do it and can 
patiently wait for the return, for it is not expected to discount 
future at a heavy rate. Frankly speaking, our expenditure on* 
forests has been much less than would seem necessary The bulk 
of the revenue is derived from the sale of timber, fuel and other 
‘minor’ produce and from fees on grazing. The gross revenue in 
1939-40 was about Rs. 3 crores. 

Stamps Stamps are judicial and commercial, the former 
affixed on plaints and petitions, and the latter on commercial 
transactions. Tnere are some people who think judicial stamps are 
a tax on justice. But it should he borne in mind that m such cases, 
the administration has always to perform certain services to the 
litigant public. The decrease in the number of suits in consequence 
of the indebtedness legislation has adversely affected the revenue 
from stamps, which in 1939-40 was about Rs. 10 crores in British 
India. 

Registration . The registration fee is charged when documents 
relating to immovable property are registered. An increase in this 
revenue may mean economic distress compelling the people to 
alienate their property. It is a payment for ensuring a satisfactory 
record of the transaction and to prevent, or easily settle, any further 
dispute on the point. The total revenue is, however, very small. 
It was about Rs, 1 crore in British India in 1939-40. * 

Scheduled Taxes. These are the taxes which the Provincial 
Governments*were empowered to impose under the Reforms Act of 
1919, e.g,, taxes on betting, amusements, advertisements, succession 
duties and taxes on land put to non agricultural uses. 

3. Provincial Expenditure. Besides maintaining the adminis¬ 
trative machinery, the Provincial Governments have to look to the 
social needs of the people and administer the nation-building 
departments like education, medical and health, and agriculturai 
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and industrial development As compared with other advanced 
countries the scale of expenditure on these services in Indian 
provinces is ludicrously small No wonder that the standard 
maintained for these services in India is extremely poor* That is 
why only a microscopic minority of Indian people is literate and 
lakhs of men, women and children are swept away by ever-recurring 
-epidemics 

4. Critical Review of Provincial Finance. We may again 
repeat that the Provincial Governments derive their revenues 
from sources which are not likely to expand but are likely to 
diminish, whereas the services they have to render require, for 
their proper expansion and efficient administration, increasingly 
large amounts of money. Between 1913 and 1929 land revenue 
.increased by 7-1/2 per cent, only; income from excise remained 
-almost stationary and stamp revenue fell substantially after 1925. 
Between 1923-24 and 1928-29, while the total provincial expendi¬ 
ture increased by 22 per cent, the total provincial revenue increased 
by 4 per cent. 1 The burden of land revenue is already oppressive 
-and must be reduced, excise revenue must vanish some day, and 
the revenue from registration is negligible. Forests require a large 
outlay for development. On the other hand, huge expense is 
n^Cfceary if in matters of education and public health, we have 
to b© brought in line with other countries. Expenditure on these 
two departments is very small and medical facilities are utterly 
inadequate. 

The provincial sources of revenue are not only inadequate, 
considering provincial requirements, but they are also inelastic and 
inflexible. 

Besides, the burden of provincial taxation is unequally distri¬ 
buted among the various classes of the community, the poor bearing 
the heaviest burden. The bulk of tbe land revenue and irrigation 
charges is contributed in the aggregate by the poor, and so also is 
the bulk of the revenue from judicial stamps. In 1932 out of a 
total number of 2,711,306 civil suits, 302,230 were under Rs. 10 in 
/alue, and, of the total, 67 per cent, were under Rs. 100.* Regis¬ 
tration fees, too, where land is concerned, fall on the poor. The 
better off urban classes do not contribute to the provincial exchequer 
unless, of course, they indulge in drink and litigation. On the other 
hand, they are the greatest beneficiaries from the activities of the 
Provincial Governments. 

Moreover, the financial policy of the Provincial Governments 
is very conservative. They rely more on retrenchment than on 
development of revenues Expenditure on forests in niggardly. No 
attempt is made to make the rich land-owning classes to* bear the 
proper burden oi taxation. Law and order swallow up the bulk of 

1. Ahmed, Z. A.—Bublio Revenue and Expenditure in India, 1988, 
p.p. 5-6* 

2* Ahmed* A#—-Public Revenue and Expenditure in India, 1938, p* 24* 
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%he> revenues, and the expenditure on social services is meagre. , The 
irrigation policy is motivated by profit so that either the poor 
peasant has to pay more, or unprofitable works of protective nature 
-are neglected. 

At present land revenue dominates the provincial finance. In 
India land revenue represents about 16 per cent, of the total revenue, 
whereas in Great Britain in 1935-36, it was only £ 0 8 million out of 
$ 824 8 million of total revenue, m France, 2*0 per cent and in 
Italy, 7 per cent 1 . The relief to the poor peasant of India is overdue. 
When taxes like sales tax and central excises imposed for the benefit 
of the provinces are developed, it may fee possible to decrease too 
much dependence on land revenue. 

5. Suggestions for Reforms in Provincial Finance. The 

following reforms in provincial finance may be suggested 

(i ) As soon as possible, the provinces should be handed over 
-either toeir full share of income-tax or the percentage of their share 
may be increased from 50 to 66-2/3. This will meet the ends of 
justice in case of industrial provinces. 

(it) Land revenue should be progressively decreased in case of 
poor peasants so that after sometime uneconomic holdings ate alto¬ 
gether exempted. 

(tit) Progressive taxes on agricultural incomes should be impos¬ 
ed without delay It will make the broad shoulders bear their 
proper burden, and will enable relief to be afforded to the poor 
peasant. It will also rectify, to some extent, the regressive character 
ofproviruial taxes. 

(iv) A graduated succession duty or inheritance tax will also 
have the same effect and should be imposed at once. 

(v) There should be a better co-ordination between provincial 
and local finances so that both units of administration are able 
*to maintain standards of efficiency in the services entrusted to 
them. 

( vi) The greatest need is to diversify the character of provincial 
finance and decroase its unparalleled dependence an land taxes. This 
can be done by encouraging village industries and big industries in 
towns, so that there is a better balance between agriculture and 
industry. The development of trade and industry will open out new 
-avenues of taxation. 1 

(vii) In order to equalize tax burden, articles and services con¬ 
sumed by the rich should be made the target of new taxes. Taxes 
on trades and professions can be adjusted to the same end through a 
progressive scale of licence fees. 

(viii) The timid policy of balancing the budgets somehow or 
other should be replaced by a bold policy of liberal expenditure on 
public works and services calculated to develop human and material 


1. Ibid, p, 33, 
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resources of the province* It can be done by additional taxation, 
or borrowing. This policy will pay in the long run. We are now in 
a vicious circle. We are a poor people and cannpt pay 
more taxes, so that the resources of the Provincial Govern¬ 
ments are too limited to bring about economic development and 
consequent prosperity, and we remain poor. This vicious circle 
must be broken, and it can be broken at one end only, vtr., the- 
State first spending money and developing the resources of the 
province. There is not much scope for economy drive. We suffer 
from grave constitutional limitations and cannot touch some 
higher posts or their emoluments, and it does not look fair to 
lower those who are already low. We can only insist on wise- 
expenditure so that the revenues are appropriated for the right 
purposes. 

6. Recent Provincial Finance. Provincial Finance has under¬ 
gone some vital changes in recent times. 

Under provincial autonomy the zeal of the new ministers to 
improve living conditions in their provinces led to the imposition 
of new taxes. The nation-building departments, or the beneficent 
departments as they are called, e.g , education, medical aid and 
public health, agriculture and industry are the charge of the Pro¬ 
vincial Governments. Most of the development schemes relate to 
these departments, and they call for an ever-increasing need for 
funds. Within a few jeaib of the introduction of Provincial Auto¬ 
nomy, Provincial Governments began looking round for new sources 
of icvenue. Among the new taxes imposed may be mentioned the 
Sales Tax, Entertainment Tax, Tax on Sales of Motor Spirit, Tax 
on Urban Immovable Property, Tax on Tobacco, Tax on Betting. 
Besides these new taxes, Stamp Duties and Court Fees were enhanc¬ 
ed in several provinces. The U P. Government imposed an Employ¬ 
ment Tax. The result of these financial measures was to make the 
provincial budgets more diversified. 

Even a year or two before the end of the Second World War, 
the air in India was thick with post-war reconstruction schemes. 
Planning committees were set up m the various provinces which 
fixed taigets to be achieved m the near future as regards health and. 
education. Programmes of road-building and other public works, 
mostly irrigation and bydel projects, were prepared. Each province 
seemed to vie with the other m putting up an attractive programmer 
of post-war reconstruction and development of agriculture and in¬ 
dustry. Liberal grants were assured from the Centre, But provincial 
responsibility in the matter of financing these schemes was none the 
less recognised. These schemes were bound to affect provincial 
finance in recent times. 

On August 15, 1947, India was partitioned. The Punjab, 
Bengal and Assam weie split up. The partition was not effected in a. 
* peaceful manner. Violent communal disturbances resulting m mass- 
migration of the population, almost complete cessation ©f trade and. 
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industry in the border provinces, the breakdown of the transport 
system, the deliberate destruction of crops and other property, 
the paralysis of the machinery of law and order—aB these factors 
most inevitably affect the provincial finance. Huge sums of money 
bad to be spent on the relief and rehabilitation of the uprooted 
millions. Provincial expenditure went up by Rs. 29 crores between 
1938*39 and 1942-43, and 1 he increase since then was more rapid. 
The factors responsible for increase in expenditure are : Crow-more- 
food campaign, measures of internal security, war and dearness 
allowances, etc. 

During the War, the provincial budgets, as a rule, showed 
handsome surpluses which touched the peak level of about Rs. 11 
crores in 1945-46. It only showed a lack of planning in provincial 
finance. Rut it proved a blessing in disguise, for the amount of 
reserve fund, which at ono time totalled Rs. 70 crores, came bandy 
to meet deficits in post-war years and to finance post-war develop- ' 
ment schemes. 

The tax revenue of the provinces, however, continues to be 
low. Although the provincial revenue registered a threefold increase 
from 1938-39 to 1948*49, yet the proportion of tax revenue during 
this period actually declined from 74*5% to 65*2%. This only reflects 
increasing dependence of the provinces on Central grants and sub¬ 
sidies It is necessary to develop provincial revenues so that adequ¬ 
ate funds are available to raise the standard of social services and for 
schemes of reconstruction and development. 

Looking at the principal sources of revenue, we notice a high 
degree of inelasticity. In 10 years, 1938-39 to 1948-49, land revenue 
increased only by Rs. 10 lakhs. Revenue from stamps, excise, 
forests, etc., showed some buoyancy during the War, but this 
buoyancy proved transitory because after 1945*46 revenue from 
excise and stamps showed a decline 

During thelaBt decade, Provincial Governments have introduc¬ 
ed several new taxes. Agricultural income-tax has been introduced 
in West Bengal, Bihar, II P, Madras, Orissa and Assam. Sales 
tax is now being levied in all provinces. The other new taxes are 
taxes on betting and gambling, entertainment tax, tax on professions 
and trades and on urban immovable property. Considering the levels 
of industrial and economic development, it appears that the limit of 
taxable capacity has been reached in most of the provinces. 

The revenue from taxes on betting, excise, stamps and registra¬ 
tion may be expected to decline as the provinces are pledged to the 
policy of prohibition, decrease in litigation through the creation of 
village panchayats, and the prohibiting of betting and gambling. 

On the other hand, expenditure on security services, dearness and 
food allowances and on debt services cannot be reduced. The 
expenditure on nation*building departments must go up. The pro¬ 
vincial expenditure increased by Rs, 177*75 ci ores between 1838-39* 
and 1948-49, On this only 26*7% is accounted for by social services* 
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tod 28 2% by security services. Much of this increase k due to 
unproductive post-war schemes or those development schemes which* 
will take long to yield results. 

This has landed the provinces into financial difficulties, and they 
are asking for more and more from the Centre, They are clamouring 
for a greater share of income-tax and for more grants and subsidies* 
The proper remedy is to go slow in the matter of reforms like pro¬ 
hibition. Introduction of compulsory primary education, abolition 
of xamindari and prohibition can well wait for two or three years so 
that the provinces emerge out of their present financial difficulties and 
are able to steady themselves. Provincial finance must be put on a 
rational basis, a better planning of provincial revenues and expendi¬ 
ture is needed. Saving must be effected in expenditure on police 
administration and unproductive schemes so that funds become 
available for social services and productive projects. 

The advent of freedom and consciousness of political power 
have led the Provincial Governments to launch grandiose schemes 
regardless of economic and financial situation in the country. The 
resultant spurt in provincial expenditure only accentuated inflation 
and produced chaos in the field of finance. Co-ordination is impossi¬ 
ble if Governments pursue certain objectives irrespective of costs. 
It is well to remember that social objectives have no absolute 
paramountcy. For instance, the benefits of prohibition may be far 
outweighed by the evils arising out of heedless taxation which it 
may entail The new levies may retard the growth of trade and 
industry. “In the ease of extension of compulsory primary education 
also, it is well to remember that nothing is gained for the individual 
or for society by scratching the surface of a wider expanse of edu¬ 
cational land, without regard to the quantity of the soil or the kind 
of crop that can be raised, when more intensive and scientific 
cultivation of the areas already reclaimed can give a better and 
richer yield M1 

As an anti-inflationary measure, the Central Government 
wanted to restrain the provinces in their mad career of reform which 
meant less revenue and more expenditure. Accordingly, a confer¬ 
ence of provincial Finance Ministers was called. The advice of the 
Central Government does not seem to have been effective. 
Although every province has tried to avoid deficit budgeting, yet 
they seem still to go forward on the path of sacrifice of existing 
revenue, levy of fresh taxes and large-scale new expenditure. Nearly 
all provinces have manifested heedless zeal for extension of prohibi¬ 
tion. They have indulged in relentless exploitation of A*evenue 
resources No regard seems to have been paid to the effects of the 
hew taxes on trade and industry and on the life of the average 
individual, nor has any care been exercised to see whether they nfc 
into the framework of public finance concerning the whole country. 
As an instance of overlapping may be mentioned the coincidence of 


1. Indian Finance, March 12, 1949, p, 455. 
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local gales tfcg in Bombay and the Central excise which have adver¬ 
sely affected cloth trade, Bihar Government's proposal to levy sales 
tax on food cannot he regarded as wise, because it must raise the 
price of food. Similarly withdrawal of exemption in Madras from 
the general sales tax of agricultural products must make food more 
costly. The 50% increase in the purchase tax of groundnuts and 
a tax on coffee houses and boarding houses in Madras are also objec¬ 
tionable. Bombay proposes to levy a tax on all exports from the 
Province. This must interfere with trade. Internal barriers against 
inter-provincial trade are obviously not in national interest. Impo¬ 
sition of a tax on cotton on which Madras has decided must raise 
the price of cloth. Such taxes are bound to weaken the fight 
against inflation. Some provincial taxation means an invasion 
either on local finance or central finance. Hence certain degree of 
uniformity or co-ordination in provincial finance is essential. 

For 1049-50, U. P., Madras and Bombay all alike levied 
new taxes to the extent of Es. 4 crores a year. During the 
last two years there has been a worsening of the chaotic system of 
Central grants, divisible pools of revenue and indiscriminate provin¬ 
cial taxation. Unless a rational system of public finance emerges 
out of the chaos, there can be no sure prospect of a steady progress 
in the immense task of nation-building. What is needed at the present 
moment is to reduce inflationary pressure and to effect every possible 
economy in public administration so that the financial system does 
not become unduly rigid. 

During the last decade certain changes in revenue structure 
of the States may be noticed. The total revenue in 1946-47 was 
Rs. 243*07 crores and was a little less than three times the total 
revenue in 1938-39. In 1949-50 the total revenue of all the States 
in the Union was as high as Rs. 275*33 crores. Although several 
new taxes have been imposed, yet sales tax has eclipsed them all. 
It is the fast dwindling excise rovenue which has forced the states 
to introduce the sales tax. In 1945-46 excise was the largest single 
source of revenue contributing 30*8% of the total tax revenue. But 
the policy of prohibition brought in it a steep decline and in 1949-50 
excise represented only 10% of the total tax revenue. Excise is 
bound to disappear in course of time. The sales tax has stepped 
in to fill the gap. It first made its appearance In 1936-40 when it 
wag introduced in Madras. It has, however, now grown to very 
big dimensions. In 1946-47 it yielded Rs. 10*66 crones in the 
undivided India, but in 1949-50, it rose to Rs. 38*30 crorea and 
accounted for nearly one-fifth of the tax revenue. Its yield may go 
•down when recession sets in. 

In each province the sales tax exhibits special features In 
the Punjab, exemption^ granted to necessaries of life, bullion and 
exports. In Madras it is a multiple-point tax and the rate is 3 pies 
per rupee, In U. P., however, it is a single-point tax. The same 
rate as in Madras is levied on sales exceeding Rs. 15,000. The 
minimum exemption in Bengal is quite high and a fairly large 
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number of articles are exempted and a uniform rate is charged. The* 
adverse effects of the tax seem to have been minimised. Bihar's- 
sales tax seems to be the worst in as much as foodgrains and 
exports are also taxed and the rates are differential. Bombay also 
taxes exports. Bullion and specie are no longer exempted. The 
rate on luxuries is twice as high as on necessaries. 

Before the World War II, land tax was by far the most 
important and excise and stamp came next. In 1938-39 they were 
respectively 42*84%, 22-35% and 16*23% of the total tax revenue. 
The land revenue has remained practically static. The revenue 
from stamps has increased from Rs. 9*83 crores in 1938-39 to* 
Rs, 15*84 crores in 1949-50 and takes a fifth place as a contributor 
to total revenue. Excise which was the second largest source be¬ 
fore the war has gone down very low as we have already seen. The 
share of income-tax that a State gets has now become a major head 
of revenue. The income-tax allocation has shot up from Rs. 1*50 
crores in 1938*39 to Rs. 43*43 crores in 1949-50. Although agricul¬ 
tural income-tax has been imposed in some States, yet the rate 
being low its contribution to the total tax revenue of the States is 
only 1-22%. 

7. The Effect of World War II on Provincial Finance. 

Unlike the Central Finance, the Provincial Finance is not so much 
subject to external influences <like war. In the case of the Central 
Government, Customs, Railway Earnings, Income Tax, etc , are 
bound to be affected by war But the provincial heads of revenue 
are not so affected. It is the Central Government which has to 
finance the war. Therefore the structure of Provincial Finance) has 
not been much moulded by war conditions. Fresh taxation measures 
were passed, no doubt, during the War but they were dictated not 
so much by the war exigencies as by their own provincial needs for 
the development of social functions It does not mean that people 
have not suffered from the effects of the War, like food shortage, 
higher prices, scarcity or non-availability of necessary articles, 
curtailment of transport facilities and certain levies or contribu¬ 
tions for war purposes. But the point is that no marked changes 
in the tax systems of provinces have been made. Provinces had, 
however, to incur expenditure on A.R P., more expenditure on 
Police, on administrative measures of price control and for purchase 
of wheat and other articles. 

During the War revenues of almost all the provinces have* 
increased. From under Rs. 85 crores in 1938 39, the total revenues of 
all provinces put together went up to Rs. 190 crores in 1945-46 ; the 
increase in Bombay, U.P , Madras and <Bengal was over 200 p.c. 
These revenues largely increased on account of the share of income- 
tax accruing to the provinces. The yield of land revenue also 
increased on account of higher agricultural prices. Increased demand 
for timber increased the yield from forests Entertainment tax and 
that on Sales and Siam] s also registered an increase. It is simply 
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the higher yield from the various sources which increased the revenue 
and this was in no way due to the increase in taxation. The pro¬ 
vinces followed a policy of maximum revenue and minimum expen¬ 
diture. 

Every province was building up funds for post-war reconstruc¬ 
tion The Punjab also built up a Peasants* Welfare Fund and a 
Special Development Fund, 

We find, therefore, that World War II considerably strengthened 
the financial position of the provinces. 

8. State Budgets 1950-51. The State Budgets for 1950-51 
were dominated by the Central directive that the States must 
balance their budgets. The Central grants were drastically cut 
down. The States had to fall back on their own resources, The 
development schemes were materially curtailed. The process of 
prohibition was slowed down. The States had seriously to look 
round for fresh sources of revenue to make up for the dwindling 
excise revenue and to find funds for zamindari abolition. The Sales- 
tax proved to be the sheet anchor of State finances. But generally 
the budgets were balanced more by cutting down expenditure than 
by imposing fresh taxation. In several States expenditure even on 
law and order was reduced. 

Punjab .—The total estimated revenue and expenditure of the 
State were put respectively at Rs. 16'18 crores and Rs. 16*14 crores 
leaving a small surplus of Rs. 4 lakhs. No new taxes were imposed 
to balance the budget, only the rate of Sales-tax was raised. 
Although Education, Medical and Public Health and Industries got 
more funds, yet beneficent departments as a whole got Rs. J ,50,000 
less as compared with the revised estimates for 1949-50, The grants 
for the Co-operative and Veterinary Departments were reduced. 
The proposal to raise water rate by 50% was under active con¬ 
sideration. 

U. P .—The revenue receipts and expenditure were estimated 
at Rs. 52,26,06,700 and Rs. 52,21,11,700 respectively leaving a 
surplus of Rs. 4*95 lakhs. The Finance Minister claims that the 
finances of the State are very sound. It has been possible to 
balance the budget without any drastic cuts in beneficent expend!- f 
ture. U. P, has gone ahead with schemes of educational ex¬ 
penditure and medical relief. The expenditure on nation-building 
departments which was only Rs. 3 crores in 1937 has now reached 
the „ peak figure of Rs. 16*98 crores. The expenditure on 
police, on the other hand, has been cut down. But fresh taxation 
has been avoided. 

Wesl Bengal .—Financially, WestJBengal seems to be the worst* 
It has a deficit budget. West Bengal bears the signs of suffering from 
war, famine, communal riots and the Partition, Like the Punjab it 
has been saddled with a huge expenditure on refugee relief and re¬ 
habilitation. The Finance Minister feels that saturation point has 
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Already beached in the matter of taxation, and there is little eeopo- 
for further levies. The deficit in the budget of Rs. 2*06 crores hm 
been left uncovered. On the revenue account the receipts have 
been put at Rs. 33,89,86,000 and expenditure at Rs. 35 22,67,000 
leaving a deficit of Re. I*33 crores There is also a deficit of’ 
Rs. 4*27 crores under capital account making the total deficit equal 
to Rs. 5*60 crores. After adjusting the opening balance of Rs, 3*64 
crores, the year is likely to close with a deficit of Rs. 2 06 crores. 
West Bengal has maintained her development expenditure intact. 
There is a provision of Rs. 14*91 crores tor 1950*51 which includes 
Rs. 3 crores for road development, Rs. 4*61 crores for Damodar 
Valley Project and Rs, 2 crores for Mayurakshi Project. Dis* 
tuxbanoes have caused an increase in expenditure on general ad¬ 
ministration and police, whereas grants for the Medical and Agri¬ 
cultural Departments have been cut down. 

Bihar .—For an economically backward State like Bihar, budget 
balancing is a bit difficult task. The objective of the development 
of the State cannot be easily ignored The estimated revenue and 
expenditure for 1950-51 are Rs. 25,90 lakhs and Rs. 2fi,27 lakhs 
leaving a deficit of Rs. 37 lakhs. In order to supply funds to the 
local bodies a surcharge of as. 2 per rupee in fare and freights of 
public buses, taxi cabs and public carriers has been imposed and 
is estimated to yield Rs. 80 lakhs. 

Orissa -—Economically Orissa is one of the most backward 
States and the merger of the surrounding States has made the 
matters worse. With the crying need for economic development 
and the announcement from the Centre of ‘no assistance', Orissa 
had to face a financial crisis. The estimated revenue for 1950-51 
was Rs. 10,65,81 thousands and expenditure Rs. 11,41,76 thousands. 
There is a revenue deficit of Rs. 75*95 lakhs. Expenditure on post¬ 
war development schemes has been cut down. As avenues for more 
funds it is proposed to increase the Sales-tax and also the rates of 
agricultural income tax. 

Assam ,—Assam shares the financial difficulties of the neigh¬ 
bouring State Bengal It has not been able to balance the budget. 
The estimated revenue and expenditure respectively are Rs. 9 01 
crores and Rs. 9 88 crores leaving a deficit of Rs. 87 lakhs In 
order to cover the deficit it is not proposed to levy any new taxes, 
but only to raise,the rates of some existing taxes, e g, 9 levying the 
entertainment tax also on complimentary tickets, raising the stamp 
and Court-fees, raising the rates leviable under Motor Vehicles 
Taxation Act of 1936. The State has applied the retrenchment axe 
in several directions. 

Madhya Pradesh.— It is one of the States whose finances have 
been claimed to be in a sound State. The estimated revenue is 
Rs. 17,57 lakhs and the estimated expenditure Rs, 16,16 lakhs, 
There is a surplus of Rs. 1 4 crores nearly which shows undue* 
eaution in the management of State finances. It seems economy * 
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has b em carried too far. It would hate been better either <to* 
|increase beneficent expenditure or afford some relief in taxation* » 

Bombay.—The total revenue has been estimated at 
B®. 81,89,06,000 and total expenditure at Rs. 61,87,08,000 res¬ 
pectively leaving a surplus of Rs. 1,98,000. In order to secure this 
surplus economies have beCn effected in expenditure, and for this 
purpose it is proposed to bring about a re-organisation of adminis¬ 
trative machinery. It is hoped to make substantial cuts in expend!* 
ture. No new taxes have been imposed. The net result that 
there is very little provision for schemes calculated to bring about 
an uplift in the condition of the masses. 

Madras — The estimated revenue and expenditure for 1950-51 
have been put at Rs 55*57 crores and Rs. 55*21 crores respectively 
leaving a surplus of Rs. 36 lakhs. The merger of the neighbouring 
States into Madras has reduced this surplus. This year bears th# 
full implications of complete prohibition. In spite of this no fresh 
taxation has been imposed. But there seems also to be very little 
scope tor any further taxation. 

The following figures show at a glance the budgetary position 
of the acceding States, other than Jammu & Kashmir : 


State 

Revenue 

Revenue 

Surplus + 


Receipts . 

Expenditure. 

or Deficit ~~ 


(000’s Rs.) 

. 000’s Rb.) 

(000’s Rs.) 

Travancore-Coehin 

... 14,00,16 

14,36,20 

-36,04 

Rajasthan 

... 16,09,00 

16,09,00 


Madhya Bharat 

... 10,30.78 

10,87,68 

-56,90 

Saurashtra 

... 7,59,06 

7,56,16 

+ 2,89 

Pepsu 

... 4,56,62 

4,54,12 

-f- 2,50 

Mysore 

... 11,69,88 

11,66,82 

+ 3,06 

Hyderabad 

... 29,89,03 

30,01,44 

-12,41 


There is a total revenue deficit of Rs, 96,90 lakhs. In these 
States level of taxation is higher. It is Rs. 14/8/* per head as 
against Its. 10/8/- in the Provinces. The average expenditure on 
Social Services is also appreciably higher. But the yield of Sales* 
tax is nearly one-eighth which shows that they are backward com¬ 
mercially. Nearly one-fifth of revenue is from excise which must 
disappear m course of time Land revenue and water rates must 
also decrease The incomes from land customs must soon go 
Being industrially backward their revenue position is not very 
strong, but the general expenses must be stepped up in line with 
the Provinces. Hence the budgetary position cannot be stable 

Conclusion .—A rapid survey of States budgets leads one to the 
conclusion that the States are facing a financial dilemma. They 
seem to have reached the farthest limit of their resources, but tfiey 
urgently need funds to finance development projects. Their 
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**evenues will expand when the development projects have been 
executed* but in the meantime where is the money to come from t 
Ifieir resources are either inelastic or likely to shrink, but their 
’needs for carrying out nation-building activities are ever expanding, 
♦Sales tax* which most of them have introduced by now, was really 
meant for financing development projects, but has, instead, been 
utilised to buoy up * finances which have been in depression by 
define or extinction of excise on account of prohibition. 

LOCAL FINANCE 

9, Introductory. The problems of local finance are analogous 
to those of Central and Provincial finance. In each case, the 
authorities are anxious to raise the level of efficiency of the func¬ 
tions discharged by them and to develop their revenue for the 
purpose. Local finance, too, is expected to conform to the well- 
xnown cannons of taxation, viz., equality, economy, certainty, 
convenience, productivity and elasticity. 

But there are slight differences. There is a difference in the 
basis of assessment, immovable property being the main basis of 
the local finance. In the national finance uniformity is essential 
and more important, whereas in the local finance there is greater 
variety,1because the tax must suit the local conditions. Moreover, 
the national finance pays more homage to the principle of equity, 
whereas the local finance lays more emphasis on the benefit theory. 
Lastly, the local finance is of a much smaller magnitude. 

Let us see whether local finance in India is equitable as well 
as adequate to the needs. Important units of our local self-govern¬ 
ment are the Municipalities and the District Boards. 

10. Municipal Finance. The municipalities have to perform 
a number of functions both obligatory and optional. They must 
provide for sanitation and public health, paving and lighting of 
streets, maintenance of roads, supply of water, and educational 
institutions for primary and secondary education. They may also 
open public libraries, maintain museums, public parks, etc. For the 
performance of all these functions money is needed. 

According to the Taxation Enquiry Committee, the municipal 
sources of revenue can be arranged under four heads :— 

(*%) Taxes on trade like tolls, terminal taxes and octroi 
duty ; 

(i*) taxes on property, e.g., house-tax and taxes on building 
sites ; 

*(m) taxes on persons , e g. f taxes on pilgrims, domestic servants, 
dogs and other animals, and taxes on circumstances, 
professions, trade and callings. 

{iv ) Fees and Licences —Fees are charged for certain specific 
services rendered, such as school fees, scavenging fees, 
water supply, provision of markets and slaughter houses, 
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etc. The object of licences is also to regulate a certain * 
activity* such as vehicles, and those connected with 
dangerous and offensive trades. Corporations and other 
bigger municipalities derive large incomes ftom public 
utility services such as supply of electricity or gas, feus 
or tram service, or any other similar commercial under¬ 
takings. There were in 1939-40, 750 municipalities and 
to their total income of Rs 44,31,42,108, rates and 
taxes contributed 13,71,43,374, and other sources 
Rs. 30,59,98,794. Incidence per head was Rs 8-7-5. 

Of these, taxes under category (i) viz ,, octroi, tolls and terminal 
'taxes, are very objectionable. They hamper trade, are a source of 
great inconvenience, especially their system of refunds, and, above 
all, they are regressive. There is also a lot of evasion on account 
of laxity of supervision. In short, the octori duty offends against 
all cannons of taxation. The Taxation Enquiry Committee suggested 
for its replacement by some sort of sales tax. In all other countries 
octroi duty has practically disappeared from local finance, and tax 
on property has come to occupy a more important place It is 
really regrettable that octroi duty, with all its objectionable features. 

Still dominates the municipal finance m India. 

11. Financing of District (Rural) Boards. India is a land of 
villages and nine-tenths ot her people live in rural areas. The 
District Boards which are supposed to look after the interests of 
these people must naturally be the most irnportint unit of local 
self-government. But being not very vocal, they do not loom so 
large m public eye as the municipalities. 

The District Boards are charged with the upkeep of roads, 
bridges, ferries, etc., maintenance of schools, dispensaries and other 
public health arrangements. The most important source of their 
revenue consists of provincial rates or surcharge on land revenue 
collected along with land revenue by the Provincial Governments* 

The District Boards have been given the discretion to levy these 
rates within maximum and minimum limits (6J per cent, to L2| per 
cent, of land revenue). They get some revenue from the civil works 
and other miscellaneous sources. The District Boards in the Punjab 
have imposed hauiyat tax and profession tax. 

The bulk of the District Board revenue is ^derived from the 
provincial rates levied at a flat rate on the land revenue. Being 
not graduated and adjusted to the ability of the tax-payer, the pro¬ 
vincial rates violate the cannon of equity. It is open to the same 
objections as the land revenue. We have to take shelter under the 
maxim that *an old tax is no tax’. It shows the same lack of 
elasticity as land revenue. The introduction of the sliding scale 
system of Land Revenue in the Punjab has made it a fluctuating 
source of income. 

And then, the total revenue of all the District Boards in British 
India is only Rs, 17 crores. With this amount the District Boards 
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aye expected to provide education, hospitals, preventive measures 
against epidemics and then to build roads connecting all the 5,00,000* 
villages* There is no wonder that there are thousands of villages 
without a school, without a dispensary and without any road. The 
District Boards suffer from the paucity of funds. It will be neces¬ 
sary, therefore, to increase substantially provincial grants and, as 
the Taxation Enquiry Committee suggested, to standardize the lan^ 
revenue at a low level leaving a wide margin for the District Boards 
to tap through a local cess. Jn recent years there has been a 
tendency either to increase the cess or, as in Madras, to add to 
* the number of cesses. The local rate should also be made pro¬ 
gressive. 

12- Meagre Local Resources. Large powers have devolved upon 
the local bodies as the outcome of recent constitutional changes in 
India. The range of functions which the local bodies are called 
upon to perforin is indeed very wide and varied. The services like 
education, medical aid, sanitation, and improvement of means of 
communication—which we expect the Municipalities and District 
Boards to perform*- are of great national importance. Considering 
all this and the area and the number of people involved, the resources 
at the disposal of the local bodies in India must be unhesitatingly 
pronounced as extremely meagie. The total revenues of all the rural 
boards of British India in 1927*28 were less than £4 million, but in 
England and Wales, having not more than one-thirtieth of population 
of British India, the amount raised by lates was £27 million. Local 
rates of all kinds, rural and urban, produced in British India in 
1927-28 about £12$ million which is only a little more than the 
income from rates of the London County Council. 1 In 1931 82, the 
total expenditure of the local bodies formed only 11 per cent, of the 
total Central, Provincial and Local expenditure. The expenditure 
per head came only to Bs. 1-1-0. What miraculous achievements 
can we expect from such paltry sum spent per head especially when 
it is to be distributed among the numerous items of local expendi¬ 
ture ? England and Wales spent in 1929-30, 35 per cent of the 
total expenditure on the local bodies which come to £10, 17s. per 
head in the U. S. A. local expenditure was 55 per cent, and in 
Japan 50 per cent, of the total public expenditure. 2 Expenditure 
on various social services by the municipalities, in the Punjab, 
amounted to Ks 6*8 0 per head. 8 With such a small expenditure, 
our local bodies cannot attain or maintain anything like modem 
standards of administration. This explains why cholera, bubonic 
plague and small-pox cases in India exceed those in the rest of th© 
world put together, and that there is so much leakage and wastage 
in our education. Of those who join a school not many reach the 

1. Indian Statutory Commission Report, 1830, Vol. I, p, 336, 

2. Economic! Problems of Modem Indio, 1941, edited by Radha Karaal 
Mukerjee pp. 430-31. 

3. Malhotra, T). K.—finances of Local Boards in the Punjab, a Paper 
rsad at the 25th Indian Economic Conference. 
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middle standard and those who leave the school, soon lapse into 
illiteracy. 

Among the causes which are responsible for this stringency 
in the local finance may be mentioned ( i ) the general poverty 
of the people and low taxable capacity ; (ii) unwillingness of 
those who are rich to tax themselves ; (Hi) lack of courage on 
the part of city fathers. They are afraid lest they should become 
unpopular and not be elected next time- This results in under¬ 
assessment or non-assessment of certain sources. Political pressure 
has prevented them from making a full use of their powers of 
taxation. 

(t*>) Lax supervision and inefficient administration resulting 
in evasion and accumulation of arrears. This fact has been noticed 
in the reports of the working of local bodies in almost all the 
provinces. 

(v) Extensive jurisdiction and sphere of work of the local bodies, 

( vi) But the most fundamental cause is the wrong allocation 
of resources between the Central, the Provincial and the Local 
finance. In other countries land taxes are exclusively left to 
the local bodies but in India, the Provincial Governments have 
the land tax as their mainstay, because they have been deprived 
hy the Central Government of their legitimate sources like the* 
income-tax. 

(vii) The recent taxes imposed by the Provincial Governments* 
e.g. t Sales Tax and Urban Immovable Property and Entertain* 
meat Tax have encroached upon the potential sources of local 
finance 

(vtti) The local bodies unwisely launched schemes of education 
and medical relief beyond their means and this has landed them 
into financial difficulties so that standards of their services are 
poor, and their employees are faced with newer and larger cuts 
in pay. 

(ix) In the case of District Boards, the disappearance of 
Panchayats consequent upon administrative centralization made 
them, on the one hand, unable to tax the people who can pay, and 
increased their responsibilities on the other. The, Panchayats with 
local knowledge are in a better position to tap the taxable capacity 
of the people. k 

These are some of the factors which account for the inadequacy 
of the resources of our local bodies and which prevent them from 
playing their due part in our national economy. 

13 How to Improve the Resources of the Local Bodies. We 

have seen how inadequacy of the resources of the local bodies 
hampers them from a proper and efficient discharge 6f their func* 
tions. We have also tried to account for their inadequacy^ The 
main problem of the local bodies is to improve and develop their 
resources. * 
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We must say at the outset that on account of the chronic 
poverty of the people, there are serious limitations in discovering 
new sources or levying fresh taxes. Something can be achieved 
fay stiffening up the administrative machinery so as to ensure 
efficiency and integrity. Till the people and their representatives 
ill the local bodies come to cultivate a sense of full civic 
responsibility, a strict control must be exercised by the Provincial 
Governments to ensure that there is no under-assessment, 
omission of assessments, accumulation of arrears or any negligence 
in extracting the utmost from the existing resources. The 
expenditure side, too, must be subjected to strict supervision so 
that extravagance, misappropriation or any improper use of the 
public money is rendered difficult. Efficiency and integrity in 
collection, and prudence and economy in expenditure are the neces¬ 
sary complements of any system of public finance. 

The Taxation Enquiry Committee made the following sugges¬ 
tions for the improvement of local finances :— 

(i) Land revenue should be standardized at a low rate to leave 
a margin for local taxation. 

(i») The local bodies should be given a share out of Provincial 
Government’s collection in ground rents and from an increase in 
the rates of non-agricultural lands. 

(i*t) A tax on advertisements should be levied by the muni¬ 
cipalities. 

(iv) Provincial Governments should allow a share out of 
entertainment and betting taxes to the local bodies. 

(v) Taxes on circumstances, property and professions should be 
further amplified. 

( pi ) The Central Government should reduce import duty on cars 
and let the Provincial Governments levy a surcharge for the benefit 
of the local bodies. 

(vii) The local bodies should levy a feq for the registration of 
marriages. 

(viii) The Provincial Governments should subsidize certain 
services of national importance which are now performed by local 
bodies not merely to supplement their resources, but also to ensure 
efficiency. 

To these suggestions w© may add : 

(ia?) Provincial Governments should surrender a large part, or 
"whole, of the proceeds of motor vehicle taxation and allow a share 
in new taxes like the Sales Tax, Immovable Property Tax and 
Entertainment Tax and a part of tax on agricultural incomes which 
should be imposed forthwith. 

(%) The local bodies, especially the municipalities, should tap 
ihe hitherto utterly neglected sources of productive undertakings 
<o£ a commercial nature, monopoly of the sale of tobacco and of 
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petrol, cinemas, public utility services like electricity, local transport 
services, sewage farms and sale of manure, AH progressive mooli* 
cipalitieg in other countries have made a welcome increase in their 
resources by extending the sphere of municipal trading and enter¬ 
prise, This is a very fruitful source of revenue, and it is a pity that 
it has been neglected so far. 

(xi) Another source which has been little tapped so far is that 
of special assessment. If a property benefits from an improvement 
made by a municipality, e.g., a tarred road or an underground sewer, 
it is only fair that the owners should pay in proportion to the 
benefit conferred on their property. Special assessments are 
very widely used in the U. S. A., the United Kingdom and on, 
the Continent, and there seems to be no reason why it should be 
neglected here. Perhaps the vested interests stand in the way. 
The control of an epiclemio may be of general importance ; but 
a dispensary, a reading-room, a park 01 a playground benefit 
particular locality more and the beneficiaries should not hesitate to 
pay. 

(art*) A very large portion of expenditure on education, medical 
relief, sanitation and public health, and on the maintenance of big 
roads providing inter district traffic should be borne- by the provin¬ 
cial exchequer, became these things are of more than merely local 
importance. 

(xiii) When all this is done, it will still be necessary for 
the Provincial Governments to give liberal grants or sub¬ 
ventions. 

{xiv ) Borrowing should be resorted to more freely than is 
done hitherto, especially for financing municipal trading and 
enterprises and for making improvements which will benefit future 
generations 

The general impression is that the local bodies are themselves 
not honestly trying to help themselves, and they generally rely on 
provincial favours. They are not raising all the revenues that 
they can, and do not get money’s worth from the moneys they 
raise and spend. This must cease if local administration is to 
improve 

14 Critical Review of the Indian Financial System. No 

system of finance in the world can claim perfection, but the Indian 
system has more than its ordinary share of shortcomings. We 
shall consider its drawbacks from two points of view* viz , (1) defects 
in the system of taxation; and (2) defects m public expen¬ 
diture 

Criticism of the Indian Tax System. The Indian tax system 
is haphazard, and has not been scientifically planned to bring 
about a progressive development of revenues. It has been moulded 
by the exigencies of time, the main concern being to balance the 
b udgets . Little attention seems to have teen paid to tho 
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incidence qf jtoaJaOfl and its effects on production and dis 
tribuiion in the country. Budgeting, as Sir Walter Layton would 
put it, has been ‘tight fife* without any provision for unexpected 
and unforeseen expenditure which is, therefore, generally met by 
borrowing. 

There is also an element of uncertainty in the Indian budgets, 
the one big factor upsetting the calculations being the monsoons. 
Besides, our resources are inadequate and inelastic. 

Another characteristic of our tax system is its traditional con* 
eervatism, Taxes, like the land revenue, and excise revenue, continue" 
in spite of almost universal criticism* 

We must also notice that, unlike other advanced countries, 
direct taxes in India play a secondary role, indirect taxes being 
the mainstay. Undeveloped state of direct taxation is one of the 
gravest defects of our tax system. 

Another serious defect is the regressive character of oui tax 
s\sttm. I t .offends against t he cannons of e quit y or.J3Quality of 
sacrific e. It discriminates against the poor and in favour of the’ 
rlchT .Income-tax is the only tax paid by the rich, and even here 
the progression at higher levels is not so steep as it ought to be. 
Land Revenue, Customs, Excise and even Railway Fares are in the 
aggregate contributed by the poor. Absence of Succession Duty, 
tax on agiicultural incomes, and on windfalls accentuates this 
regressive character. “A poor cultivator,” remark the Indian 
Statutory Commission, “who not only pays to the State a substantial 
poition of income from land, but also bears the burden of the duties 
on sugar, kerosene and salt and other articles of general consumption 
seems to receive a very different treatment from the big zamindar 
whose agricultural income is wholly exempt from income-tax’*. 1 
Professional middle classes and business community escape paying 
their due share with the big landlord. In the words of Prof, K T . 
♦Shah, “Richer classes escape relatively with much lower burden 
even ’though their ability to bear or evade such burdens is much 
greater, while the poorer classes who cannot escape from much 
burdens have to bear the lion’s share of the burden with less than 
lamb’s capacity to shoulder them.” 2 Introduction of protective 
tariff accentuated the burden on the general public. 

Allocation between Central, Provincial and Local finance is 
defective, so that first starves the second, and second in its turn 
starves the third. 

Critiasm of / ublic Expenditure , Public expenditure in India 

heep steadily growing . But there is nothing to be alarmed at 
this, provided the "expenditure is wise and is calculated to develop 
the human and material r< sources of the country, and it is here 
that our public expenditure offends the most. 


1, Vide Report, VoL I, 1930, pp. 334-35. 

2. Shah, K, X. - Review of Indian Finance, 1927-34, p, 43* 
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Public attention m India has always.-been focussed oil th e 
^ defence ex^ndituiri" of the oqantry . the objection f being taken to 
the huge dimensions to which it has grown, to the foreign element 
in the Army anti the purpose for which it was kept. Army #ad 
Defence services are said to absorb 25 per oenfc. of our total revenues. 
For some time it was the highest in the world. In 1935-36, Indian 
expenditure on defence services was 24 per cent, of her total 
expenditure, in the United Kingdom it was 15 per cent., in France 
16 per cent, in Germany 17 per cent., and in Itily 21 per cent. 1 2 3 Sir 
Walter Layton in his report says : “An outstanding feature of this 
summary (of the financial position) is the high proportion which 
current expenditure on defence bears to the total expenditure of the 
Central Government—a higher proportion in fact than in any other 
-country in the world. Security is, of course, essential if production 
is to develop, but it cantiot be claimed for expenditure on defence 
•either tint it is mere redistribution of income or that it promotes 
productive efficiency. Again, ‘her (India’s) expenditure is between 
two and three times as great as that of the whole of the rest of the 
Empire outside Great Britain’,* India does not even seem to have 
benefited by the condition of world security after the war (1914-18), 
and her defence expenditure continued mounting up even after 
allowing for the rise in prices. 

It was also contended that the Indian army was kept for 
Imperial purposes. Lord Esher’s Committee in 1921 considered 
Indian army as a unit in Imperial Defence. 

Indian public opinion objected to the keeping of such a stand¬ 
ing army on a war footing in peace times, if money is to be spared 
for more important schemes of social and economic development, the 
defence budget must be drastically cut down. Indianization of the 
army, introduction of compulsory military training for all Indian 
youths, cultivating good relations with the neighbours and sharing 
the advantages of the common wealth defence system will enable the 
necessary reduction in our military budget. 

Another very objectionable feature of our public expenditur e 
is the eoatlv top-heavy c ivil administration ! Our Ui vil oervioe is 
admittedly the costliest m tee world. r< Tbe otecial salary—without 
reckoning allowances or other advantages—averages Rs. 3,000 per 
month as against corresponding average of Rs. 1,000 per inonth in 
the United Kingdom.® A poor country like India can ill-afibrd 
to pay such high salaries. Indianization has not been helpful in this 
direction ; for Indians have also been given the same salaries as the 
Englishmen These high levels must be considerably scaled down. 
The highest salary in India that, in our opinion, corresponds to our 
per capita income may be put at Rs. 1,000 per mensem. The 

1. Ahmad, Z . A*—-Public Revenues and Expenditure in India, 1988, 

ffc. 48, 

2. Indian Statutory Commission Report, Vol II, pp. 21647. 

3. K* T. Shah—Review of Indian Fmanoe, 1927*34, p. 16. (footnote) 
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salaries at the other end are too low. A salary of Rs, 50 or Rs. 20" 
is a mere joke, Mr. Anthony, representative of the Anglo-Indian 
community in the Parliament, described, in the course of the famine 
debate held in November, 1943, “our administrative machinery is 
unbalanced, which, at the top is over-paid and mentally famished 
and at the bottom is underpaid and morally famished/* The 
minimum salary should be at least Rs. 50 p.m, The gulf between the 
high and the low must be bridged as much as possible. We shall 
have to frame our own scales of salaries. 

The debt services cut off another big slice out of our revenues. 
When it happened to be an external debt, it was a dead loss. Fortu¬ 
nately, we have paid all our foreign debts now. 

The net result of high military expenditure and top-heavy ad¬ 
ministration is that the bulk of our revenues are consumed merely 
in running the Governmental machinery and not much is left for 
beneficent activities so that economic and social developments are 
impeded; It is said that in India only 12 per cent, is spent on 
nation-building departments and 88 per cent, on running the Govern¬ 
ment. 1 2 In the words of Sir Walter Layton, “She (India; is incurring 
expenditure on the primary functions of Government such as defence 
and the maintenance of law and order, as high in proportion to her 
wealth as western nations. Her expenditure on social services, 
such as eduction, health, sanitation, etc , on the other hand, is far 
behind western stnndatds, and indeed, in many directions is almost 
non-existent/’ Again, “it, should be possible to stimulate pro¬ 
duction and increase the welfare of the people by public ex¬ 
penditure designed to give greater economic security (by irrigation 
works, improved and more varied methods of cultivation, etc ), 
better physical well-being (sanitation, water supply, mvpiovf d public 
health, etc.,) and eduction. Indeed taxation may be the only practi¬ 
cable means of creating a better and moie secure livelihood/* 1 In 
1935-36, law and order, including the military, absorbed 34 per cent, 
of our receipts. 3 

When so great a proportion of our receipts is absorbed by the 
elementary functions of the State, expenditure on social services 
must needs be very small. Our total expenditure on education 
(Central, Provincial and Local) came to 9 annas per head 
as.against Rs. 19 in the United Kingdom and Rb 55 in the tj. 
Expenditure on "medical aid ana on agricultural and industrial 
development is equally small. Nothing is spent as yet on poor relief, 
social insurance like health and unemployment insurance and old-age 
pensions Expenditure in 1945-46 per head on the various items is 
given below. 4 


1. Wslaxn and Soni- Indian Economics, 1934, p. 609, 

2. Indian Statutory Commission Report, Vol. I, pp 907*908. 

3. Abu ad, 2.A.—Public Revenues and Expenditure m India, 1938*. 

p. 83* 

4. Ibid, pp, 54-66* 
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These figures need no comment. Our State is frankly yet a 
‘Police State’ and it has still to enter that era of social services in* 
which other countries have travelled far. The bulk of our public 
expenditure is not incurred in such a manner as to bring about 
economic development of the people and improve their taxabl 
capacity. 

There is another aspect of our public expenditure to which we 
may also refer The, standards of service maintained by differen t 
p rovinces widely diverge . The poorer provinces which need tW 
help of social services the most, aTe not able to do much in the matter 
on account of the paucity of their funds. Their seivioes are practi¬ 
cally starved. Such a state of affairs is not conducive to a harmo* 
nious and all-round development of the country. 

We may now conclude by saying that a modern State is not 
merely a tax-gathering agency, or one for merely maintaining peace 
and security. Ethical considerations must dominate our financial 
system. Equity in finance is a counterpart of democracy. Publio 
finance should be designed as a means of social and economic 
reconstruction. Viewed in this light, our tax system needs overhaul* 
ing and our public expenditure requires drastic changes. Reduction, 
of land revenues, and water charges, exemption of articles of neces¬ 
saries of life and millstores from tariff and subjecting luxuries to a 
higher duly, disappearance of the excise revenue, taxation of agri¬ 
cultural incomes on a progressive scale, steepening of progression in 
higher levels of income-tax, lowering a bit of the minimum 
exemption limit and levying of succession duties and taxes on wind¬ 
falls are some of the measures that must be taken sooner or later* 

But if of necessity the tax system continues to be regressive, 
at least public expenditure must set this balance right. As a matter 
of fact, we should, in the present circumstances, look more to changes 
in public expenditure to undo the maladjustments of our financial 
system. Only a heavy reduction in the military and civil adminis¬ 
tration expenditure can enable us to introduce an element of social 
justice in our financial system. Public expenditure should be so 
designed as to benefit the peasants, the factory workers and other 
poorer sections of the community more and more. At present 
everything is being done on a small scale. Shall we also not have our 
“Beveridge Scheme” to provide the Indian masses security from* 
want and fear I 
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CHAPTER XXXV 

ECONOMIC PLANNING IN INDIA 


1. haissez-faire ruled the minds of people and governed the 
economic policies of nations tor a long time. It was believed that 
free-play of self-interest was conducive to maximum individual 
benefit. It was argued that the consumer would be benefited by 
lower costs and the producer by higher gains. In recent times* 
however, laissez-faire has lost its hold and there is a swing-back to 
State-interference, Thus, to day, the issue is not between a plan 
and no plan but between degrees of planning under State auspices. 
As Pandit Nehru^says : “The idea pfplannmg and a planned eco nom y 
iiTaccepiel now in varying degrees by almost every one.” 


In the short space of thirty years the world has been shaken 
to its very foundations by two world wars. The second one was 
more devastating than the first and the next onC is bound to do 
* -even more havoc. The Church and the State have so far failed in 
^ w ^putting a stop to such cataclysmic upheavals. It is ths economist’s 
^^turn now. If he plays his mmngs well enough_to secure^<$>- 
operation of all countries of importance and succeeds in raising 
standards of living of all people without distinction of colour and 
{ creed, he would have achieved his end Obviously India cannot 
"'***■ pull its full weight towards world recovery so long as she is a land 
of hunger, disease and mfsery. “Due to dependency rule her citizens 
have been full of apathy, indifference and fatalism. Their working 
calibre, both individually and m a collective capacity, has suffered 
grievously and living conditions brought to the verge of disaster.” 


The standard of living is low and the vast majority of people 
live in wretched poverty. There is an ever-present menace of 
rapidly growing population due to ill-developed resources. The 
per capita income is low. The following figures aT© an index to 
the poverty of India compared to some other countries ■- 


U. K. 1931 

U. S. A. 1931 

Germany 1925 

U.S.SJft. 1925 

Japan 1925 

Egypt 1938 

India 1931 


.. £76} 

£ 89 \ reJ C + 

\ 1 > y * 

... £ 39 
... £ 10 
... £ 14 
... £ 21 1 
... £ 6 I 


Even this, however, does not provide a true picture of the 
•dreadful condition of the poorest classes whose consumption is next 
to nothing. In 19^ .iSxr.dxiha.. Megaw’B report revealed that only 

—i®, 41 .!!! C !”tTi , 5.P £ « r, X.^C proportipn.^^; 
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pnt. were .t anrbadly wmi&t&k Dr, Avkrov d speaking of Ifldia* 
esawBole^ more recently, said that,“ tEeireJ s nod oub t that a high 
percentage of the population does not get enough to eat’* and he 
places the proportion of the population normally underfed at as high 
a l eve l as 80 per cent. 

Further, there is not only the quantity of food supply that is 
deficient, but its Composition is also unsatisfactory. The Interim 
Commission on Food and Agriculture said: “We now know that 
certain diseases, which affect an immense number of people, are 
caused solely by the failure to get enough of the right kind of food. 

It has been demonstrated beyond doubt that protective foods like 
mflh, green vegetables, eggs and fruits are essential for the health 
and e ffici ency of the human organism. India is not producing enough 
oftEmrnBence the blgbiate of mortality ^ 


The lowness of the per capita income is due to the lop-sicied 
development of Indian economy. Too much depe ndence on,agri¬ 
culture keeps the Standard of living low. ^JndEIan economy based , 
on the self-sufficiency of the vilhge will remove unemployment but r 
will not give the people an opportunity to enjoy a higher standard 4 ? > 
of living. For that, industrialization of the country is essential. 4 * 
Only then can the Indians have any hope of better housing facilities, 
more clothing and adequate medical attention. 

It is thus clear that there is an urgent need for planned d 
economy due to the defects of the present system which raav briefly u 
be summed up as (a) insufficiency of pi eduction, ( b) instability of \\ 
economic life and (c) iru quality of distribution. 


t Insufficiency of production is due to the unemployment or 
undor-employment of factors of production. For her present stage 
in development, India is over-populated. Her resources may be 
vast but they are not fully utilised. She does not posses^ enough 
capital, nor does she have enough machines ot technicians. Moat 
people in the villages—and no less than 87 per cent of them live there 
—would still be an ornament to the middle ages. 


It is an undisputed fact that Indian economic life is unstable 
because her agriculture is at the mercy of an uncertain rainfall. The 
recent partition of the country 7 has made things worse. Most of the 
canal-irrgated areas in the northt west have gone over to Pakistan. 
The lndian Union has thus to depend on foreign imports for 
largo quantities of food and industrial raw materials like jute and 
co tton. This dependence has resulted in a deficit of over Rs. 99 
crores in India’s foreign trade in 1948 and Rs. 149 crores in 1949. 

Besides, there are large inequalities in the distribution of 
India’s national income. Prof. K T Shah and Mr. Khamb&tta 
conducted an investigation in 1924 in this direction, They found 
that if there were one hundred rupees to be distributed among j 
166 persons, roughly Rs. 33 would fall to the share ot one member 
H * 
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-*fcf the rich classes ; Rs. 33 would go to 33 persons of the middle 
classes and the remaining thirty-three rupees to 66 members of the 
working classes. Dr, V, K. R. V. Rao found in 1931*32 that 
"while the average income was only Rs. 61 per head in rural are&ft, 
It was Rs. 166 in urban areas. It should be borne in mind that only 
12 per cent of the population lived in urban areas at the period of 
enquiry. Other enquiries of a similar type also point to the extreme 
^contrast between the poverty of the many and the comparative 
affluence of the few. 

It is thus seen that there is an urgent need for putting into 
-operation a comprehensive plan which would reorientate the econo¬ 
mic life of the country from all aspects. 

2 Objective of Planning. Our objective, as of other nations, 
is that " the citizen of democracy should be guaranteed as of right 
enough food to maintain him in health. He should be assured of a 
minimum standard of shelter, clothing and food. He should be 
given full and equal opportunities of education. He should have 
leisure and facilities for enjoying it He should be secured against 
the risk of unemployment, ill health and old age.” 1 To achieve this 
we need a well thought-out plan. Now, a plan involves systematic 
effort to achieve ends laid down before hand. It aims at t^e 
Canalisation of efforts to develop partially developed or ISyetoped 
resources^. wJLt.CQncedes that freedom to serve and earn is a citizen’s 
birthrlight and it pursues the ideal of full employment for every one 
who seeks work. 

It aims at production of goods at minimum cost. It works 
for a correct balance between demand and supply so as to avoid the 
extremes of over-production and shortage. 

It may, however, be stressed : — 

(o) that no plan can succeed without the whole-hearted co¬ 
operation of the people of a country ; 

(6) and that no plan works for the happiness of each single 
citizen, some measure of individual independence will have to be 
sacrificed to ensure the good of the majority. 

After the war, all thinking minds in India were keenly exercised 
over the extreme poverty of her people and* were set over for ,the 
problem of finding an antidote to it. Thus during the last few years 
there was ft spate of plans, such as the Bombay Plan, the People’s 
Plan, The Gandbian Plan, the National Planning Committee’s 
Plan, the Birla Plan, the Government of India Plan, etc. Each of 
them claimed to be a specific for India’s economic ills, but it should 
be borne in mind that even a modest plan for India will involve 
an outlay of thousands of crores of rupees, as it will have to meet 
the needs of over 34 crore souls. The hugeness of figures, however, 
need not stun us into indifference. We should all the same care- 


1. Bfcp J. P. Srivaatava- Ann of Post-war Reconstruction. 
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felly scrutinize the plans put forth and pat them to a few simple- 
tests before recommending any for adoption. These tests are : — 

(1) Does the plan make for increased production on a sufficient 
scale 1 

(2) Does it bring about a more equitable distribution of' 
wealth in the country ? 

(8) Are the methods of production conducive to enough indivi¬ 
dual liberty and leisure ? 

(4) Are the methods of financing the plan practicable ? 

(5) Will it win the co-operation of the people ? 

Very useful and instructive conclusions would be arrived at. if 
the plans mentioned above are subjected to these tests. 

4. The Bombay Plan, The authors of this scheme aim at 
raising the standard of living in India to such an extent as to 
provide every Indian with minimum requirements of life, viz., a 
balanced diet, suitable housing accommodation and necessary cloth¬ 
ing. It is also their aim to see that minimum standards of health 
and sanitation come to prevail in India, We have already noticed 
the wide gulf dividing India and the rest of the civilized world in 
matters like these. The scheme is a modest attempt to bridge the 
gulf. The authors hoj>e to achieve this i& the course of 15 years by 
doubling thejDef capita income which* allowing for the increase in 
pSg^tionfwoulcl mean a three fold increase in the present aggregate 
income of tTbeVpuntxy. 

Industrie*. The scheme has fixed targets to be hit ii\ the 
development of industry, agriculture, communications, education, 
health and housing. Regarding industry, basic industries like 
power, mining and metallurgy, engineering, chemicals, transport, etc., 
are considered of primary importance and attention is to be directed 
first to their development. But steps have to be taken simul¬ 
taneously to develop industries for the production of consumer goods. 
These industries include cotton, silk and woollen industries, glass 
industry, leather goods industry, paper, tobacco, oil industries, etc. 
Free choice by consumers is an essential feature. In view of our 
cheap manpower special importance is attached to the development 
of cottage and small-scale industries so that the necessity of purchas¬ 
ing and setting up expensive plant is obviated. The output o f all 
industries is to be increased five-fold. 

Agriculture . The output of agricultural products is to be 
doubled. The scheme contemplates a redistribution of area under 
different crops according to the exigencies of international trade and 
the requirements of the domestic market. It is pointed out that 
agricultural progress will be out of the question until the three mam 
problems of agriculture viz .* uneconomic holdings, rural indebtedness 
and soil erosion, are satisfactorily solved. Co-operative farming is 
suggested to solve the problem of uneconomic holdings and affores- 
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tation is suggested to prevent soil erosion. It will also be 0eees»ary 
to increase the area under cultivation and to increase the yield per 
acre by means of better irrigation facilities, a scientific system of 
rotation of crops, use of better manures, seeds and implements* 
Model farms are proposed to be set up. 

Transport. The increased volume of industrial and agricultural 
production will lead to a large movement of goods* To meet this 
increased traffic an expansion of the means of communications and 
transportation will be necessary. It is proposed to add 21.000 miles 

©ILstmi w rmle^je_ of 

roads and to provide more labourers to stimulate coastal shipping. 

Social amenities . Alongside the development of agriculture, 
industry and communications, it is proposed to launch schemes for 
the provision of better facilities m education, medical aid and sani¬ 
tation and housing It is hoped to provide a balanced diet w hich juj 
^sateted tojcost Rs. 65 per annum for a .growing adult aSST"m% 
much less for a growing child, to see that every person gets 30 ya$as ni 
oTcldthln 9 a bouse to live ip. It is expected that each 

village will have a well-equipped dispensary and each town a well- 
equipped general hospital as well as a maternity hospital, besides 
special institutions for the treatment of tuberculosis, mental dis¬ 
orders, cancer, venereal diseases, etc. Each village is to have a 
school and tin re is to be provision for secondary and higher education 
in adjoining towns. 

Finances. The total capital requirements of the plan have 
been put at Rs 10,000 erores It is proposed to meet this cost by 
various sources of finance, namely : Hoarded wealth Rs. 800 erores, 
sterling securities Rs. 1,000 erores, balance of trade R$, 600 erores, 
foreign loans Rs. 700 ciores, savings of the people Rs. 4000 erores, 
while Rs 3400 erores are proposed to be created by borrowing from 
the Reserve Rank against ad hoc securities. 

The plan is to be executed in three stages, each covering a 
perk d of five years. It really, therefore, consists of three five-year 
plans. 

Criticism of the Flan, This, in brief, is the plan. It caught 
the imagination of the people and evoked comments from economists 
both inside and outside the country. Some of the objections put 
forward to the plan are : — 

1. That it is authoritative in character and will introduce a 
sort of economic dictatorship . But this is a false fear. The authors do 
not wish to impinge on the free choice of consumers and there is no 
intention to crush freedom of enterprise. No doubt some regi¬ 
mentation is inevitable, but there is no reason why it should not 
have a democratic sanction. 

2. That it is a big-business plan, implying that a few big busi¬ 
ness men will come to control the resources of, and production in*. 
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i&m country. There is no evidence of such a fear in the explanations 
that the authors have given in this connection. 

3. That capitalism will be strongly entrenched in the country, 
'This criticism comes from the Radical Democratic Party which has 
prepared ‘a People's plan'. But there is room for State capitalism 
under the plan. 

4. That the plan does not give full details of the type of agricul¬ 
tural organisation it contemplates . It admits that “nowhere in 
India has the (Zamindari) system oreated, as was expected of it, a 
class of landlords willing to supply capital for the improvement of 
the land and the extension of cultivation.” But the authors of the 
plan pin their faith on co-operative farming without depriving the 
owners of their rights. They should have boldly advocated the 
ryotwari system of peasant-proprietorship and a complete abolition 
of the Zamindari system after paying off the landlord's claims on a 
fair basis. 

This would also involve the fixing of the size of a cultivated 
holding. The size may vary in different areas according to topo¬ 
graphical and climatic conditions between two limits determined by 
the working capacity of a family and the capital available to it. 

5. That it is unsound to finance the plan by ‘ created ' money 
and that inflation is implicit in the scheme . The objection, coming 
from orthodox finance, as it does, need not deter us. We are in¬ 
clined to agree with the authors that ‘finance is merely a camp 
follower' and we may subscribe to the dictum that ‘what is 
physically possible is also financially possible*. As created money 
is to be used to stimulate production, evils associated wi£h inflation 
may be avoided. 

6. That it runs counter to Mahatama Gandhi*s ideal and wilt 
take the country headlong towards materialism . We have already 
made it clear that India cannot quit the goal of material prosperity 
to pursue only spiritual ideals. We do not subscribe to the view 
that ‘it is easier for a poor man to enter heaven !’ 

7. A minor objection relating to the details is that the costs of 
the plan have been estimated on the basis of pre-war prices . But this 
is not a matter difficult of adjustment. 

Thus we see that the plan has withstood the onslaughts of its 
critics well. The authors deserve to be congratulated on producing 
-something big and practical. They are anxious to avoid the pitfalls 
and hardships which the Russians experienced in their big expen. 
meat as compared with which it may be described as modest. No 
doubt, there are difficulties. There are also imperfections. But the 
authors are fully conscious of them. We may ihmr 

wanting Jtat pfenning without fe§rs is an impossibility. But there 
is nothing to beat the Bombay Plan as a baste'oF"discussion for 
post-war economy, if we are really to achieve something like human 
standards in our mode of living. The greatest obstacle in the way 
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-of successful planning, the political dependence of the country, h&s 
to our great good luck, feaen removed. A national government 
^enjoying the mil confidence of the people is now at the helm of 
affairs. Efforts ate being made to determine a suitable industrial 
policy and to correct the faults in the distribution of income by 
helping agriculture, through a scientific system of taxation and a 
correct fiscal policy, 

The second part of the plan tackles the problem of distribution 
which was ignored in the first part. 

No easy and limitless profits are envisaged. jeqidra.^ 

ments and not the profit motive will decide the - 

flirted, ffigh "profits will BeT absorbed by the State, thus making 
SvSBSSle funds for social services like education, medical treatment 
etc., and subsidies for essential utility services. What is left of 
these profits m the hands of individuals will have to be reinvested 
in industry under an effective system of rationing and price controls 
.similar to these which are in force at present, only they will be 
better co-ordinated and more systematically administered* There 
may be a difference of opinion regarding details in these matters, 
but everyone welcomes an enhanced income with increased pro¬ 
duction in all directions. 

The British View. The plan was mooted before the British 
left India. Consequently the British Press was ,at great pains to 
prove the plan faulty and impracticable. Tho motive for this sweep¬ 
ing criticism is obvjous. Britain was anxious not to lose the 
Indian market for her goods. 

At the same time it is only fair to refer to a speech of 
Mr. L. S. Amery, a former Secretary of State for India. He was 
very positive m affirming that “the Government of U. K. only wants 
to see Indian industry developing to tho fullest. The last thing, 
industrialists of this country have in mind, is the idea that the 
British export industry can best prosper by India being held back 
in the course of her industrial development/' These were excellent 
sentiments, but unfortunately there were always mental reservations 
when such speeches were made and past experience had made 
Indians bitter. 

Another line of criticism of the Bombay Plan in England was 
in regard to the provision of finance for its execution. It was claimed 
that the figures given were not accurate It should, however, «be 
borne in mind that the authors themselves did not claim accuracy 
for them. It was admittedly a rough outline of vast figures. 

The Plan is a Compromise Between Capitalism and Socialism,, 

It foreshadows an enconomic organisation not unlike the type of 
society which Prof, Pigou foreshadows in his book, Socialism v$ m 
* Capitalism , and quotes the passage which in their opinion correctly 
describes the society they have in view and the role the State will, 
bave to play fa it. “If, then, it were in the writer’s power to direct 
bis country’s destiny, he would accept, for the time being, the 



INDIAN ECONOMICS 


general structure of capitalism but he would modify It generally* 
He would us© the weapon of graduated death duties and graduated 
income-tax, not merely as instruments of revenue, But with the 
deliberate purpose of diminishing the glaring inequalities of fortune 
and opportunity which deface our present civilisation* He would 
take a leaf from the book of Soviet Russia and remember that the* 
most important investment of all is the investment in the health, 
intelligence and character of the people. To advocate ‘economy* 
in this field would, under his government, be a criminal offence. All 
industries affected with a public interest or capable of wielding 
monopoly power, be would subject at least to public supervision and 
control. Some of them, the manufacture of armaments, probably 
the coal industry, possibly the railways, he would nationalise, not, 
of course, on the pattern of the Post Office, but through public 
boards or commissions. The Rank of England he would make in* 
name—what it is already in effect—a public institution, with 
instructions to use its power to mitigate, so far as may be, violent 
fluctuations in industry and employment. If all went well, further 
steps towards nationalisation of important industries would be 
taken by degrees. In controlling and developing these nationalised 
industries, the Central Government would inevitably need tp ‘plan 
an appropriate allocation for a large part of the country’s annual 
investment in new capital. When these things had been accom¬ 
plished, the writer would consider Ins period of office at an end, and 
would surrender the reins of government. In Ms political testament 
he would recommend his successor also to follow the path of gmdualmm 
—to mould and transform, not violently to uproot ; but he wmld add> 
in large capitals, a final sentence, that graduates* implies action, 
and is not a polite name for standing still ” It is exactly this 
policy that the present congress g >vernrnent is following to attain 
its clear-cut objective of a ‘Welfare State'. 

5* The Peopled Plan. 1 While the Bombay Plan, in a way, 
depicts the capitalist attitude to post war construction the 
People's Plan, also called the Royist Plan, 2 represents the indepen¬ 
dent view of the Indian Federation of Labour on this vital matter.* 
This plan is moie comprehensive than the Bombay Plan in that it 
deals with every aspect of planning including the methods of contiol 
for production and distribution of the wealth produced. The $- 
entire plan covers a period of ten years and the total expenditure 1 
involved during the whole period of planning is Rs. 15,000 crorea I 
distributed over agriculture, industry, communications and health * 
services. 

The initial capital expenditure for the first three years of I 
the plan is estimated at Rs 1600 crores. It is calculated that 1 
with this initial investment the plan can finance itself, i. e. f the \ 

1. People’s Plan for the Economic Development of India being Report 
at Poet.war Reconstruction Committee oi the Indian Federation of labour ' 

The people’s Plan is mainly the work of Mr. M.N. Roy* the leader of 

the Left-wing of Indian Labour. 
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State will th«n find enough funds for further investment, as the 
initial expense is concentrated on items which 'are expected to 
bring in an immediate return. Thus agriculture absorbs 66 pet cent, 
of this expenditure during the first fire yews, while industries 
w8l claim only 20 per omit, of the expense during the same 
period. Communications are not supposed to be tackledHHthe 
fourth year of the plan. The first half of the total period is to 
be devoted to agricultural development and the second half to 
industrial development. The expense on industries and serial 
welfare services like education, health and housing will depend 
on tbe surplus produced by agriculture. Thus the main empha sis 
is Miagriiculture wWftb is supposed to 
in o utput of Ip ypea: cp n t, It is stressed that any attempt to 
increase “"tfie income of the people will have to start through 
concentration on agriculture which is the main occupation of two- 
thirds of India’s vast population. 

To increase the production from agriculture, land is to be 
nationalized and usury abolished. The area under cultivation is 
proposed to be increased by 50 per cent, through a rapid extension of 
irrigation and reclamation of wastelands. The methods of production 
are to be mechanized and 25,000 State farms and research institutes 
equipped with modern machinery established. It is affirmed that 
these steps will not only provide enough food for the people 
and raw materials for the industries but also produce a surplus for 
export to purchase foreign equipement. 

Criticism of the Plan . It has, however, not been foreseen 
that a five-fold increase in agricultural produce will create such a 
big surplus that in spite of the increased local consumption, it 
will not be salable in foreign countries at reasonable rates, for the 
U. S. A , Argentina, Australia and Russia will not be idle durmg 
the meantime. Such universal overproduction may very well lay the 
foundation of another world depression of tbe type of the early thirties* 

In fact, the plan proposes rapidly to introduce land socialism 
in India of the type existing in Russia and to adopt Russian methods 
in doing it. The age-old social and religious customs which have 
ruled Indian life for thousands of years have no value in 
the Royist Plan and a veritable revolution with impossible 
objectives is aimed at. An increase of 50 per cent, of the Cultivated 
area m a matter of five years with a complete nationalization 
of land and an income of Rs. 810 or ores from Estate Duty are 
taken for granted. Industries have been relegated to quite a secon¬ 
dary position and a very wide margin of State control envisaged. 
Tbe profits from private enterprise have been limited to a bare 
3 per cent, which correctly interpreted means the abolition of 
private enterprise altogether. Prof. Brij N&rain with his usual 
caustic humour graphically brings out the many serious faults of the 
People’s Plan* 1 


1. Brij Kamo, Post-war Planning, p. 243, et seg. 
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There is* ample provision for the expansion of means of com* 
munication and transportation. The total mileage of railways is 
proposed to be increased by 50 per cent; and of roads by 150 
per cent. A considerable development of internal navigation and 
•coastal shipping is also suggested. The State is further required 
to finance a huge programme of housing, health and education. 

Along with the controlled development of agriculture and in¬ 
dustries, the process of distribution is also to be firmly controlled. 
Prices of all commodities are to be fixed and their distribution under¬ 
taken {as an alternative channel to private enterprise) through a 
network of co-operative societies which will purchase their stores 
direct from collective larms and State controlled factories. 

The Eoyist Plan puts a relatively greater emphasis on con¬ 
sumer's goods industry than on basic industry. It aims to spend 
Es. 3,000 crores on the former as against only Es. 2,600 crores on 
the latter. Cottage industries are simply ignored while the im¬ 
portance of basic industries is not sufficiently recognised. ‘The 
Plan asserts that in the world, as it is likely to emerge after the 
present war, the piobiem of defence will not be a pressing problem 
ahd utilisation of icsources for the purpose of defence a sheer waste." 
And yet Russia itself which the Royists are so fond of holding up for 
imitation, is spending uncounted millions on armaments, so as to be 
ready presumably for a third world war. 

The Plan makes too bold a presumption to assert that **at the 
•end of ten years, agricultural production will increase by 400 per 
cent or moie and industrial production by 600 per cent. The 
standard of living of the masses will rise by 300 per cent, exclusive 
of the services such as health, education and housing which will be 
provided for them.” 

The People's Plan like the Bombay Plan does not contemplate 
provision for unemployment and social insecurity. It does not 
provide for any agricultural and industrial fluctuations and trade 
cycles. It is not safe to forget them when big problems, uncertain 
in nature, are being tackled. 

The sum of Es. 15,000 crores required to finance the execution 
of the plan is to be obtained in some respects m unorthodox ways 
.as shown below :— 

In crores of rupees 


(1) Sterling balances ... ... 450 

(2) Initial finance-Estate Duty, etc. .. 810 

(3) Income from nationalized land in the first 

year of the plan ... ... 90 

14) Income from agriculture for reinvestment 

during the period of the plan ... ... 10,816 

{5) Tnoomefrom industries lor reinvestment 

during the period of the plan ... ... 2,834 


15,000 


Total 



ECONOMIC PLANNING IN INDIA W& 

1 

& The Gandhian Plea. This plan is not so ambitious id its 
estimates of expenditure as the others we have considered It claims 
that India is a poor land and should start modestly. It proposes 
to spend a total sum of Rs. 3,500 crores in a period of ten yearn, 
out of which Rs* 1175 crores will be spent on agriculture, Rs* lOOG 
crores on large-scale and key industries, Rs 350 crores on rural ip* 
dustries, Rs. 400 crores on transport and the rest, Rs. 575 crores 
on Social services. 

The Gandhian Plan is idealistic and not based on cold economic 
reasoning It attaches main importance to the welfare of rural 
areas, development of agriculture and subsidiary cottage industries* 
It opines that “our planning should be based on the indigenous 
culture and civilizatian of the nation and should be in the nature of 
an organic growth. It should not result in excessive regimentation , 
of the masses by diverting them and their legitimate iibeny in social, 
economic and political life. It must plan for democracy and not for 
totalitarian control.” 

Considering planning in other parts of the world, the Gandhian 
Plan thmks that the British system of planning is a roundabout 
process of first allowing the capitalists to exploit the poor and then 
throwing crumbs of financial help to the exploited by taxing the 
exploiters This procedure is claimed to be unnatural and degrading. 
The Soviet plan too, ‘far from being classless, is dominated by a new 
and powerful section—the Managerial class’ 1 2 The individual has no 
independence though materially he is much better off than before. 
The fascist plan gave full employment but not a higher standard of 
living. The people were taught to prefer guns to butter.® 

Gandhiji did not want to plan along the lines of large scale 
industry. According to him ‘machine’ is the handmaid of capital, 
ousts human labour and concentrates wealth in the hands of the 
few by the exploitation of the many. On the other hand, produc¬ 
tion in each village by the village community will be for immediate 
use and not for distant profitable markets. Each village or group 
of villages is meant to be self-sufficient. Mechanisation is con¬ 
sidered an evil and it is only reluctantly that a few basic industries 
needed for the evolution of cottage industries and the defence of 
India are advocated. The total expense on these is put at Rs. 1,000 
crores including Rs. 500 crores required to buy out foreign interests 
vested in the country, s 

A balanced diet yielding 2000 calories of heat, 20 yards of cloth 
per year, bousing accommodation of 100 sq. feet for each individual, 
free and compulsory education for every boy and girl, public utility 
services like medicinal and recreational facilities* indigenous theatres* 
and folk dances are laid down as the objectives of the plan. 


1. Burnham—Managerial Revolution. 

2. The Gandbian Plan—Penguin aeries by S. N, AggarwaL 
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The funds are proposed to be obtained thus 

Internal borrowing .♦ ... Rs* SOOOercrea 

Created money .. *. Ra 1000crcres 

Taxation .* ... Ra. 500 eroret 

It is further proposed to graduate income taxes more steeply, 
to abolish the salt-tax, to impose income-tax on higher agricultural 
incomes leaving free the lower ones. Military expenditure will be 
reduced drastically and no civil servant will receive more that Rs. 600 
per month as salary, 

The Gandhian Plan makes a full use of man power resources. 
It aims at making people conscious citizens, earning an honest liveii- 
hood But these people will have to content themselves with a 
very low standard of living, Standards can’t rise unless there is 
an increase in capital equipment. The Gandhian Plan condemns 
artificial methods of birth control and advocates “continence as 
the only practical and desirable method of checking undue increase 
in numbers,’ 5 and equally strongly condemns intensive capital 
•development, yet hopes for an improvement in the standard of living 
which will check the existing increase in numbers. In the words 
of Dr. John Matthai, “The Gandhian Plan is basically the revere© of 
the Industrialists’Plan. The former wants the economic structure 
to be based on agriculture whereas the Bombay Planners think 
that the approach must be from industry to agriculture.” Gandhian 
philosophy may well be called ‘Utopian’ when it aims at reconstruct¬ 
ing a medieval economy which, to say the least, is unscientific. 
It stresses the ideals of maximum decentralization and minimum 
State control. These ideals do not well harmonize with the ideal of 
nationalization of industries which calls for rigid State control. 
It is feared that “a decentralized economy will create an economic 
vacuum within the country which will provide an overwhelming 
attraction to the highly developed material forces outside. Thus 
the economic arrangements of the Gandhian Plan will have to be 
defended by tariff walls at first and later with tanks, plans and 
submarines.” 

The Plan has, however, great merit as it is simple and lays 
emphasis on the improvement of village economy. So far villages 
have been neglected and are in wretched poverty. Any plan that 
does not aim at their regeneration is meaningless. At the same time, 
the plan condemns industrial concentration. It has been admitted 
that spreading out is better in these days of atom bombs. 

All the same, the Plan is retrograde in some of the measures it 
advocates. Barter and hand-spinning will push the country back¬ 
ward rather than forward. 

7* The Proposals of the National Planning Committee* 

Tl © N. P. C* was formed in 1938 by the Working Committee of the 
Indian National Congress. The objective was to make plans which 
would ensure an adequate standard of living for the masses and 
relieve their poverty. The directive given was, indeed, “fop observe 
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*> due proprtion between the various forms of new wealth, its 
equitable distribution among the members of the community and to 
secure ©nob adjustment between the interests of producers and con* 

Burners, individuals and the community ; collectively.to secure a 

balance between the several interests.” The various viewpoints were 
to be harmonized and a plan was to be drawn which would apply to 
a free India. 

Industries required for the defence of the country were to be 
-owned and worked by the State ; key industries, too, were to be 
nationalized by and by. Public utilities were to be owned by the 
State and worked by its organs. In some cases Public Trusts were 
to be created to avoid inefficiency and ied-tapism. 

Mines, quarries, rivers and forests were considered forms of , 
national wealth and their ownership was to vest absolutely in the 
people of India collectively. Land policy too was determined. 
Eamindari was to be abolished and the co-operative principle of 
farming was to be applied to the exploitation of land, thus incidep* 
tally getting rid of uneconomic holdings. Bo far as credit is con¬ 
cerned it was considered desirable that the Reserve Bank should be 
nationalised, while all other banks, scheduled andmon-scheduled, as 
well as insurance companies were to be under its strict control. 
Foreign trade of India was to be regulated to promote national 
interests. A control over imports as well as exports was essential in 
order to help indigenous industries in distress and to earn enough 
foreign money to buy necessary goods like machinery, plant, food 
and industrial raw materials. 

To cope with the vast work no less than 29 sub-committees 
were appointed to investigate the various problems facing the 
country, to draw up reports and suggest solutions for them. Detail¬ 
ed terms of reference and questionnaire were given to each of the 
sub-committees The co-operation of the Government of India, 
various provinces, Indian States and Chambers of Commerce was 
asked for. No aspect of the economic life of the country was 
neglected. These investigations were meant to serve as a preparatory 
base for an all-India survey. Unfortunately complete co-operation 
was not given by various provinces and bodies. Almost every sub¬ 
committee complained of lack of data. 

By now aU the reports have been published and it is seen that, 
in spite of the absence of up-to-date statistics in many directions, the 
resports are of great educational value and serve useful purpose m 
so far as they draw the attention of the Government and the 
people to the many inadequacies in the economic life of the 
•country. 

We may conclude that the National Planning Committee has 
given us a plan tending towards socialism, at the same tune reserving 
for private enterprise a respectable share in trad© and manufacture 
of the country. Equal opportunities are to be provided for every¬ 
one; special opportunities are to be given to backward groups; private 
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property is not to be abolished, but at the same time baste industries 
are to be under public ownership while land is proposed to be «*> 
plojted cm a co-operative basis. At the same time, co-opera tively- 
controlled small-scale industries are to be encouraged in rural 
areas* 

8. The Government of India Plan* After the Department 
of Planning and Development was placed in the hands of Sir A. Dalai 
in August, 1944, the Government of India, in spite of its proverbial 
dilatoriness and red-tapism, did some important work in the direction 
of post-war planning. The Report published in the from of a Yellow 
Book in November, 1944, was only a beginning and was primarily 
meant to provide guidance to planning authorities. Later the com¬ 
plete plan with all relevant details was published. The plan was 
split into two parts, a short-term plan and a long-term one. 

The objectives of the short-term plan which was to cover five 
years starting from 1947-48 mainly consisted of :~~ 

(<) The resettlement of defence services, personnel and labour 
displaced from war industry, military works, etc. : 

(ti) the orderly disposal of surplus military Btores and equip¬ 
ment, land and buildings ; 

(Hi) the conversion of industry from war to peace ; and 

(it?) the adjustment of controls to suit peace conditions. 

Of the long-term projects, there were some which involved 
large scale capita] expenditure and were of basic importance to 
development as a whole. These were :— 

(t) Hydro-electric projects to help industrial development and 
to a lesser extent agricultural development, pump irrigation ■endi 
rural industry ; 

(ii) the development of industry with special reference to the 
production of capital goods and those consumer goods which were 
required by the bulk of the population, and also the maintenance 
and development of small-scale and cottage industiics ; 

(in) the development of road communications and transport 
services on a comprehensive scale, especially in rural areas ; and 

(it) the improvement of agriculture, through irrigation, anti¬ 
erosion and land reclamation schemas. 

It was propc sed to introduce improved education, housing and 
health schemes at the same time because these services, besides 
being essential for the welfare of the masses, were rightly considered 
to be a pre-requisite for the devek^ment of agriculture and industry. 
Technical education was perhaps the most important o* such services 
at the moment. The Government knew that the bottleneck to pro¬ 
gress would be not only finance but also trained personnel and 
capital goods. To provide technical men, Government not only sent 
young nun to get training in foreign countries but also set up* 
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Research Institutes and laboratories in the country besides opening K 
professional colleges for the purpose, 

The Central Government made tip its mind not only to initiate 
all plans and policies for subjects for which it was responsible, bet 
also to provide expert advice to provinces and States and to 
ensure a common policy on important questions ; ensure interchange 
of information and possibly of technical advice between provinces 
and States ; provide financial advice and assistance where consi¬ 
dered justifiable or necessary ; assist in the procurement of plant dr 
technical staff and co-ordinate scientific research and experiment, 
expert and technical investigations, training of technicians, etc. 

Planning was intended for India as a whole, but this did not 
preclude States from having their own plans out of their own funds 
or those borrowed from the Centre. 

The problem of distribution, too, was not neglected. It was 
clearly lcid down that steps would be taken to ensure an equitable 
distribution of the wealth that was produced. Planning, as con¬ 
templated in the report, was to ensure to the poorer classes various 
amenities, free, or at reduced cost, such as education, medical relief, 
water supply and other public utility services, including electric 
power. Labour was to get a fairer deal in the form of reasonable 
wages maternity and sickness benefits, holidays with pay an d such 
like provisions- Efforts were to be made to ensure that the amenities 
provided under the plan were more especially utilized for the benefit 
of the scheduled and backward classes so as to raise them to the level 
of their more fortunate fellow-citizens. 

Unfortunately the partition and the immediate developments 
that followed rendered the various blue-prints drawn up in the 
immediate post-war period largely inapplicable and it was obvious 
that a new plan should be formulated on the available resources in 
men and materials of the Indian Union. Consequently a Planning 
Commission was apponited under the presidency of Pandit Nehru 
to draw up plans for development. 

9, The Planning Commission Mahatma Gandhi preached a wholly 
free economy for India. Every village, na^, every household would 
be self-sufficient and service would be the motto of every individual. 
There would be no exploitation of one by the other. If such condi¬ 
tions were present controls are not needed ; decontrol my of all com¬ 
modities would be the cor*%efc procedure. In that case if pertain 
goods were not avai^a ble in one part of the country no blame would 
devolve on the Government, because the prov ision of goods would 
then be the responsibility of the people themselves. In such cir¬ 
cumstances talk about nationalisation, equalisation of incomes or 
creation ot a welfare state through Government agency would come 
to a stop. 

If, however, nationals of India want the Government, to help* 
them to secure goods at reasonable prices and believe in a systematic 
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motkomio programme, controls over prices and goods are essential 
* The following steps would than become essential 

(a) Allocation of available resources in order of priority 1 for 

basic and essential lines of development, 

(b) Realisation of self-sufficiency in food, 

(c) Provision of essential new materials for industry, 

(d) Progressive reduction in the general price level, 

(e) Efficient utilisation of installed capacity in industry and 

reduction in costs of production, and 

(/) Expansion of opportunities for gainful employment. 

The war impaired the economic structure of India seriously, 
The partition which came shortly afterwards disrupted it still further. 
Drought in some parts, floods and earthquakes in others have worsened 
•conditions. As a result our resources in respect of finance, capital 
equipment, trained personnel and raw-material have fallen short of 
c»ur needs. Hence their careful husbanding and distribution accord- 
mg to priority have become most essential. Realising that hap¬ 
hazard planning would not solve the problem, the Government, 
^appointed a Planning Commission in December, 1949, under the pre¬ 
sidentship of Pt. Nehru. Two things should be carefully borne in 
mind at this juncture. Firstly that mere tinkering with the problem 
will not do ; only a complete over-all plan will achieve our objective 
Secondly, that no system of planned economy will succeed 
*&nd no large scale advance is possible unless there is full public 
oo* operation. 

The terms of reference to the Commission were as follows :— 

1. to make an assessment of the material, capital and human 
resources of the country, including technical personnel and 
investigate the possibilities of augmenting such of these 
resources as are found to be deficient in relation to the 
nation’s requirements ; 

2. f ormulate a plan for the most effective and balanced uti¬ 
lisation of the country’s resources ; 

3. on a determination of priorities to define the stages in 
which the plan should be carried out and propose the 
allocation of resources for the due completion of each 
stage ; 

4. indicate the factors which are tending to retard economic 
development, and determine the conditions^which, in view 
of the current social and political situation, should be 
established for the successful execution of the plan ; 

to determine the nature of the machinery which will be 
necessary for securing the successful implementation of 
each stage of the Plan in all its aspects ; 
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% to appraise from time to time the progress achieved h the 
SSWcSTof each stage of the Plan and recommend he 
adjustments of policy and measures thsit such appraisal 
may show to be necessary ; and 

7, to make such interim or ancillary reeomm endatiOns as 
appear to it to be appropriate either for facilitating the 
discharge of the duties assigned to it; or on the considera¬ 
tion of the prevailing economic conditions, current policies, 
measures and development programmes ; or on an examina¬ 
tion of such specific problems as may be xeferred to it for 
advice by the Central or State Governments. 

The Commission met for the first time on March 28, 1950, and 
organized its work in six divisions, namely, 

(1) Resources and Economic Surveys, 

(2) Finance, 

(3) Food and Agriculture, 

(4) Industry, Trade and Communications, 

(5) Development of Natural Resources and 

(0) Employment and Social Services. 

The Commission has been m existence for six months and has 
reviewed its work during this period. The review shows that the 
time has been well used A thorough study of ail the development 
schemes of the Centre and the States has been made and their re- 
souices examined. The Commission is painfully aware of the limita¬ 
tions in the way of completing the many ambitious schemes inves¬ 
tigated and undertaken. These limitations are :— 

(1) Limited finances, 

(2) Lack of trained personnel, 

(3) Lack of equipment, machine-tools and heavy machinery, 

(4) Inadequacy of essential raw materials like cotton and jute. 

(5) Dependence on foreign countries for food-grains, and 

(0) Inadequate means of transport. 

Accordingly they have directed the Governments at the Centre 
and States to keep these lacunae in view when making their five-year 
plans. Undoubtedly these directions will have a chastening effects 
on the Governments, when they review thrir resources position afresh. 
All plans are expected to be ready in time to be presented to the 
respective legislatures during the next budget session. 

The Planning Commission has issued specific directions to the 
Central and State Governments that 

(1) Budgets must be balanced to keep in check the present 

inflationary forces, 

(2) first priority should be given to the employment of 
resources in the schemes in hand. 
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(3) only such schemes should he taken up as are possible to 
complete In a reasonable period of time, and 

(4) the productive capacity of the selected projects should be 
greater in relation to the capital invested in them. 

For the first time in history an all-India approach is being made 
to planning in this country, The scope is not only Central and State 
Governments and private enterprise but also the sector controlled by 
local authorities, namely transport, water-supply, light, and power. 
Integration of all sectors is necessary for success. 

The Commission has given agricultural production and cottage 
industries an important instance in their scheme. They have reco¬ 
gnised the special lesponsibiiity of the Government in regard to 
agriculture and stressed the importance of long-term planning for 
the develoument of irrigation and power resources. 

Finances for Government Plans . Dr. B. K. Madan, Economic 
Adviser to the Reserve Bank has recently stated that in the last 
5 years deficits on capital accowit have amounted to Bs. 507 crores. 
These deficits have been financed by borrowing from (1) non-bank 
investors and institutions like insurance companies, (2) commercial 
banks, (3) and the Reserve Bank. Borrowings from the first 
category are and not inflationary, from the second only partly so, and 
from the Reserve Bank amount to “naked inflation” for they go 
directly to enlarge the cash basis of Commercial banks How to 
finance the various development projects then ? Prof. Adarkar 
suggests the following methods : — 

(a) Creation of a National Planning Fund out of the moneys 
secured from the abolition of Zammdari in the States and 
issue of 3J% long-term bonds to Zemindars This, he 
thinks, will not only mobilize rural savings but also 
avoid further inflation, 

( b ) Securing people’s gold against an issue of cerfcificites and 
importing capital goods in exchange for gold thus secured, 

(c) Entering into a fresh agreement with U. K regarding our 
sterling balances and securing £ 500 millions for develop, 
ment purposes, 

(d) Baking internal loans at slightly higher rates to attract 
capital, and 

(e) Securing further loans from I.B.R.D. 

Dr. Fanandikar advocate greater incentives and facilities to 
foreign capital-and-enterprise to come over to India and combine 
with Indian Capital-and enterprise for economic development. He 
hold® that as Indian capital is not forthcoming for fresh investment!, 
ample resources should foe obtained from abroad. It is immateria 
whether these resources are private or institutional or they come 
from the International Bank What is needed is plentiful funds, 
ior without funds planning is impossible for an under developed. 
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Agricultural country like India. India is now an independent coun¬ 
try and there is no danger of her being exploited politically if a 
few hundred crores of foreign capital comes in for investment. Our 
existing resources are not adequate for over-all planning and eved 
these have been damaged, by floods, droughts and earthquakes 
The ideology of man is also helping hostile nature. Thus the ill* 
timed policy of prohibition has dealt a severe blow to the finances 
of several States like Bombay and Madras. 

10. Planning Commission s Work. It would not be out of 
place to mention here the effects of Government plans in some 
directions.— 

1. Agricultural . In spite of the unkindness of nature* self- 
sufficiency in food by March 19 32, 1 is the target An increase in 
production of 4 4 million tons of iood-graina by then is envisaged 
of which 3 6 million tons shall be seemed through intensive f 
cultivation, 0*3 million tons from reclamation of weed infested and 
new lands, 0 # 26 million tons through irrigation and 0 23 million tons 
by diversion of the area under Sugar-cane th fjodgrains.* The 
Government borrowed a $10 million loan from the IBRD for pur¬ 
chase of tractors and other m&chanieal equipment for cultivating 
weed-infested and other heavy lands. These measures have brought 
about satisfactory results m view of which imports of food-grains were 
planned to be reduced to 1 5 million tons in 1950 from 3 7 million 
ions in 1949, but unfortunately due to floods in some parts of the 
country and droughts in otheis these imports have had to be in¬ 
creased to over 3 million in 1950, for the same reasons expected 
deficit in food m 1951 comes to no less than 5 5 million tons. This 
large deficit is mainly due to failure of crops in Bihar and Madras. 

Still the self-sufficiency target has not been given up, and it 
is hoped that if nothing untoward happens, it will be achieved by 
March, 1952. 

It is also planned to produce before the end ol March, 1952, 
40 lakh bales of cotton which would be sufficient for the country’s 
total requirements and 62 lakh bales of jute which would fulfil 00% 
of India’s needs. The extra produce would save India as much as 
Rs. 107 crores of foreign exchange. 

2. Irrigation and Power Projects . The Planning Commission 
has submitted to the Central Board of Irrigation a 18-years plan 
for the development of irrigation and electricity m India which will 
cost Rs. 1900 crores in all. The completion of this plan and the 
projects in hand will supply water to 42 million acres of land produc¬ 
ing about 14 million tons of foodgrains. High priority is to be 
given to schemes which will yield quick results. For these more 
than Rs.100 crores are suggested to be set aside. There are at 

I. The data h&a been advanced by one year from March, 61 due to nature 
calamities. 

%. Finance and Currency Report for I960, p, 49 * 
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present 1M projects, costing in all Rs. 590 croras, under construction 
m India. Out of these 12 are major projects, Bhakra, Hir&kud and 
Damodar being the biggest, 24 medium sized and 99 smaller sized. 
They will irrigate 12*9 million acres of fresh land and produce about 
4*3 million tons of additional food-grains. 

It has been suggested by the Planning Commission that an 
Irrigation Development Ways and Means Board should be created 
by each State from general revenues, loans, grants or savings, which 
will be non-lapsable. The Commission also wants moro income for 
State Governments through, (1) rationalisation of the levy of water 
rate, the charge depending on the crops grown and the quality and 
quantity of water given, (2) securing a share out of the increase in 
the cost of land which will result from provision of irrigation 
facilities (to be levied only once) and (3) e ihanced land revenue on 
the basis of increased benefit from greater water-supply. 

The Commission has opined that every State Government 
should prepare a 15-year plan. 

3. Industry. Cottage industries : The Planning Commission 
has considered the case oi cottage industries and has confined its 
attention to a few of them e g textile, leather, cutlery, oil-pressing, 
soap, high grade paper, rice-pounding and manufacture of utensils 
with reference to providing assistance in the form of technique, 
finance, purchase of tools and raw materials, protection and sale 
oi products. 

It has been recommended that the case for protection of these 
industries against foreign competition should be considered in the 
same way as that of large scale industries at present. Besides this 
the Commission recommends that cottage industries should be 
protected against indigenous factory products through regulation 
of location of industries as well as through demarcation of spheres 
of manufacture between cottage and large scale industries for 
instance, production of edible oils is proposed to be reserved for 
cottage industries and non-edible oils lor large-scale industries. 
Similarly manufacture of metal sheets would be the preserve of 
factories and of utensils of cottage industry. 

Agricultural and industrial policy briefly reviewed above 
stresses the importance of self-sufficieny in food-grains, cotton 
and jute on the agricultural side and a cent per-cent utilization of 
installed industrial capacity on the other side besides the establish¬ 
ment of new essential capital and consumer’s goods industries, To 
achieve these objectives the Government of India has created a new 
portfolio at the Centre, the Ministry for Resources and Industrial 
Research. This is a very important step-forward and shows that 
the Government have realised the urgent need to utilise Indiana 
natural resources properly. If the capitalists in the country reorient¬ 
ate their outlook and adopt themselves to the changed circumstances 
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efa Mixed Economy ; if the foreign technical help promised by 
Piwi4«isiTmm^0 Point Four Programme and the Colombo Plan 
is forthcomingif the experience gained by the ^Central Govern¬ 
ment brings about a better inter-departmental and’inter-OoFemmeut 
co-ordination, and if barmoneoua relations are established between 
labour and capital there is every reason to be sure of achieving 
quick results towards the greater glory of India* There is no doubt 
that there are many 4 ifs', but it may be stressed that there are no 
impossibilities and the will to achieve will surely result in success. 

The industrial policy laid down by the Government of India 
in 1948 to develop a Mixed Economy has already been thoroughly 
discussed in a previous chapter. We know that a certain number 
of very important industries have been reserved, as the exclusive 
monopoly of the Government, e.g.> Arms and Amunitione, production 
of atomic energy and railway transport. In certain other industries * 
the Government laid down that the State would secure co-operation 
of private enterprise, and put in under such control and regulation 
as it thought advisable. The industries put in this category were 
iron and steel, air-craft manufacture, saip-bidlding, coal and 
mineral-oil, etc. All other industrial activities were left open to 
private enterprise. But the State reserved to itself the right to 
intervene if the pi ogress of an industry under private enterprise, 
was not satisfactory. Since this demarcation of industries was 
laid down, no major changes have been made in Government indus¬ 
trial policies It was seen, however, that capital grew shy and 
investments m industry slowed down. To remedy this evil, Govern¬ 
ment Ministers and other authorities tried to allay the fears of 
industry by their public speeches. The object was to encourage 
public investments in industry. At the same time efforts were and 
are being made to invite foreign capital into the country. So far 
the flow of capital from America has been very meagre, and even 
from U. K. it has not been very great. To provide incentives 
to trade, industry, commerce and capital-formation the Govern¬ 
ment softened the rigour of war time taxation considerably by 
reducing the rates of income-tax and super-tax at higher levels of 
income They have also given up cheap money policy which was 
being pursued during war years and later. They have gone ahead 
in their plans of ship-building, airoplaiie manufacture, development 
of steel plants and machinery and manufacture of chemicals in 
different parts of the country and have successfully negotiated an 
industrial truce with labour for 3 years* 

11* Colombo Plan.- Colombo plan for co-operative economic 
development is South East Asia has been released. The part that 
applies to India is a much more realistic attempt at planning than 
aver before in this country. It aims at achieving objective result© 
and calculates financial needs objectively. It is, however, more 
modest than the Bombay Plan* It extends over six years and 
intends to spend only B&, 1840 crores . Besides it lavs a greater 
emphasis on agriculture and transport than industry, xnlmly it- % 
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based on the co-operation of a number of countries. Thus it aims 
to provide India with imports of technical personnel, capital goods, 
raw materials, * lood and consumer goods. These imports will mop 
up the purchasing power and check mad inflationary trends which 
♦development of finance may bring about. Thus it js better balanced 
than the eariiar plans we have discussed. , 

The objects of this plan are to make possible a consumption of 
16 ounces of cereals per head per day and 15 yards clothing per 
head per annum after taking into account the probable increase in 
population* 

The details of the development programme of India include 
river valley projects, such as Damodar (Rs, 50 crores), Hirskhud 
{Rs. 30 crores) and the Bhakra (Rs. 76 crores), integrated plans for 
transport and communications including railways, roads, ports and 
harbours, (Rs. 702 crores), industry and mining, which envisage 
greater production of steel as well as the working of the present 
equipment and machinery to its full capacity (Rs, 180 crores) and 
social services like education, housing, health, etc. (Rs. 291 crores). 

The required capital is proposed to be secured in the following 
ways:— 

1. Internal sources such as taxation, economies in Govern - 
ment expenditure, savings, etc., Rs. 1,000 crores in six years. 

2. Releases from sterling assets £ 210 millions or about Rs. 270 
-crores over six years. 

3. The balance of capital needed is to be secured from ; 

(a) Loans from the International Bank and Exporfc lmport 

bank of America. 

(b) Private arranged-loans in money markets of London and 
other countries. 

(c) Loans and grants on a Government to Government basis 

specially from the United States. 

Colombo Plan is a master plan and it takes advantage of 
the fact that International opinions are becoming more amenable 
to the provision of assistance for the need of the development of 
India* 

12. Conclusion : One of the usual charges laid at the door 
of the Government of India in the past was that when they under¬ 
took vast schemes they frittered away their energies and resources 
in importing experts and inviting reports which were shelved. The 
British Government in India conserved foreign interests in preference 
to India while Communism stood in the way of putting into opera¬ 
tion any comprehensive plan successful. The existence of the vast 
number of Indian States, each jealous of its own interests and 
$>r€®tige, made conditions worse. 
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* India It mm free. She la on© compact whole a* she never was 
t>©Jfo*e* Sh© it secular in outlook. Planning could new sacoess- 
JM in the past to the extent it can to-day* *,* 


Obviously a discussion of the various important plans mooted 
so far gives us a general idea of the policy which independent India 
Should follow. A future programme of reconstruction which is to be 
pursued by the Congress Government in India today is fairly, 
obvious* India’s dependence on foreign countries for her Capital 

f oods and consumer goods has to be got rid of. The standard of 
tving of the people has to be raised* What Russia has been able to 
do for the illiterate masses, India can also achieve* Russia to-day 
is one of the most powerful nations of the world* She has shown 
the world what complete planning can do* Indian traditions and 
problems are different from that of Russia, hence methods used in 
India must be different* But the Indian problem is of an equal 
magnitude and India has to be converted from an agrarian into an 
industrial country while the standards of agriculture have to be 
raised simultaneously* We mention below a few of the most urgent 
requirements in present day India. 


Bequmtes of Economic Stabilization. Today (1951) India is 
facing a grave crisis,, Her economy is seriously out of order. $he 
is deficient in food. She is ill-equipped industrially* Her imports 
are far greater than her exports for which she cannot pay fully. 
We are thus faced with the urgent task of preventing an economic 
catastrophe from overtaking the country To achieve this end the 
economic system of the country has to be properly balanced to 
secure full employment and raise the standard of living of the 
masses. 4 ‘But any programme which does not aim at forging the 
component parts of the country into a co-ordinated system” will 
only aggravate the trouble and land us into a morass. Such a 
programme needs action in the following fundamental directions .— 


(1) Self-sufficient in the food requirements of the people . To-day 
India lacks at least 10 per cent of her food requirements. She had 
to import no less than 3 million tons of food grains in 1948-49 from 
all over the world and has been compelled to take steps to import 
even larger quantities in 1949-50. Intensive efforts are being made 
to reclaim wastelands with the help of tractors and construction of 
river projects to produce enough food, but these efforts are expected 
to bear fruit only in 1952. During the intervening period, however, 
food has to be imported at a heavy cost. If these imports are conti¬ 
nued for a long time they will irretrievably shelter the economy of 
India* Short* term plans are, therefore, indicated to increase subsi¬ 
diary foods like bananas, sweet potatoes and fish which will reduce 
our foreign dependence as well as conserve dollars for the purchase 
-of capital goods. 


(2) Co-ordination of the Industrial Structure of the country. 
This ©alls for the establishment of many new industries, development 
of some old cues, nationalisation of basic industries as well as decent* 
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raBsatlon of the industrial structure with a view to inerawdhg thw 
employment of uimmjployed factors in rural areas, 

(3) Covering tke gap ietween exports and imports. During the 
years 1848-49 fiber© was a huge deficit of over Rs. 95 erores In 
India’s trade, Such vast deficits cannot be left uncovered. Wo 
have to tighten our belts and reduce the imports of consumer goods 
and luxury articles. Food has to be imported willy nilly, capital goods 
and industrial raw meterials have to be given a priority. At the 
same time the quality and quantity of exports has to be improved. 
In this connection it has been suggested that tourist traffic from 
the tJ.S. and the U.K. may be encouraged as far as possible. In fact 
all possible methods are to be adopted to bridge th© gap between 
our exports and imports. 

(4) Meducing the cost structure in India, The partition of India 
into two Dominions has hit the Indian economy hard. Raw cotton 
and raw jute which were united India’s most paying exports have 
mainly gone over to Pakistan. As a result India is now an importer 
of these two industrial raw materials. Besides, consumer goods 
manufactured in India are more highly priced than similar goods 
in foreign countries. Sugar, cement and cotton textiles may be 
quoted in this connection. Still further some of the goods exported 
from India like tea and tobacco are not soundly blended and are 
quite often adulterated. Due to these various reasons Indian goods 
arc not finding the needed markets outside India. Steps must be 
taken immediately and urgently to lower the cost structure in those 
units production in which the country has to build up an international 
market as well as to improve the quality of exported goods. 

(5) Removing the bottleneck of Transport India’s population has 
increased greatly and is still m the process of increasing An internal 
trade has also expanded This has resulted in a vast expansion both 
in passenger and goods traffic which cannotfpossibly be shouldered by 
our existing transport system. Roads, railways and waterways have 
all to be developed to cariy men and material all over the country. 

(6) Equitable distribution of national income . Of course, the 
ideal is not absolute equality of incomes, but equal opportunities 
for all and equitable distribution of the national income with a 
minimum standard of living for all and sundry. India needs 
socialism, which provides for differences according to ability and 
worth but not inheritance Every one who wants work has to be 
found a job so that he contributes to the national effort. If ill* 
health or old-age reduce an individual’s capacity to work the State 
must maintain him. The tax policy of the Government should help 
to reduce the inequalities of income. 

The ultimate aim of planning in India must be a New Economic 
Policy which must be a blend of rational capitalism, nationalisation 
of key industries and co-operative farming. The State must provide 
machinery, manures and water to the poor farmer, while the land* 
lord classes who absorb a larger part of the farmer’s labour should 
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be got rid off, AM this con be dene by a full-fledged demoor&tio 
State responsible to the people. It may be suggested that safe¬ 
guards should be provided in the constitution ao that “absolute 
power does not corrupt absolutely**, the people should have the 
right of criticism and suggestion. 

Suggestions for further Reading. 

1. The Bombay Plan. (1944) 

2. The Gandhian Plan—S. N. Aggarwal, 1944. 

3. The Peoples’ Plan— S. N. Roy, 1944. 

4. National Planning Committee Reports, 1946. 

5. Beveridge—Full Employment in a Free Society, 1946, 

6. Report of the Advisory Planning Board, Government of 
India, 1947. 

7. Fall Employment for India—T. N. Ramaswamy, 1948. 

8. Report of the Congress Economic Programme Committee, 

1948. 

9. A Study of Economic Plans for India—D. S. Nag, 1949, 

10. The Colombo Plan, 1950. 

11. Towards Planning—Vithal Babu, 1950. 

12. Economic Consequences of the Partition—N. C. Vakil 
1950 

13. Brief Reports of the work of the Planning Commission as 
published m the Press. 
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CHAPTER XXXVI 

THE NATIONAL DIVIDEND 


1. Definition Man works to satisfy his wants. His economic 
welfare rests upon the rewards he gets for his work. The same m 
true of a nation. Its economic welfare too depends npon what 
goods and services are available for the consumption of its people. 
Thus national wealth may be considered as the sum-total of the 
possessions of the people in a country—only suoh possessions as 
can be appropriated and exchanged. The income that flows from 
this fund of total possessions is known as national income or national 
dividend. There are different opinions regarding the various items 
that should be included in this national income. For instance, the 
service rendered by a mother or a housewife is very valuable and 
yields large satisfaction which can often be measured in money* but 
is excluded from the national income. The same service rendered 
by a housemaid is considered as income. Similarly, as Prof Pigou 
says, houses and furniture enter into national income if put out on 
rent, but not if they are given as a free gift, even though the 
utility rendered by them is the same. There are some economists 
who believe that the services of public servants should be excluded 
from total national income. There are others who hold that income 
received without any service in return, such as old-age pensions, 
charities on war-loans, etc., should be excluded. 

In this connection Mr. Colin Clark, one of the greatest British 
ethnological authorities, defines national income as follows :— 

‘•The national income for any period consists of the money 
value of the goods and services becoming available for consumption 
during that period, reckoned at their current selling Value, plus 
additions to capital reckoned at the prices actually paid for the new 
capital goods, minus depreciation and obsolescence of existing capital 
goods, and adding the net accretion of, or deducting the net drawings 
upon stocks, also reckoned at current prices. Services provided at 
non-profit-making basis by the State and local authorities (e,g. t 
defence and elementary education) are included in the total at cost 
price ; but where these services are ‘sold’ in ’the market (e.£., postal 
services and municipal tramway services) they are included on the 
basis of the charges made. Where taxation is levied upon particular 
commodities and services, such as the customs and excise duties on 
commodities or the entertainment tax, such taxes are not included 
in the selling value” 1 

According to Dr. V.K.R.V. R&o, an Indian authority, national 
income may be defined as the money value of the flow of com¬ 
modities and services, excluding imports, becoming available for 

1. Colia Clark--The National Income, pp, 14. ~ 



THE NATIONAL DIVIDEND * 7$8 

sale (stir capable of Wag sold) within the period, the value Mhf 
reckoned at current prices, minus the sum of the following items (l> 
the money value of any diminution in stocks that may have taken 
place during the period ; (2) the money value of the flow of goods 
and services used up m the course of production ; (3) the money 
value of the flow of goods and services used to maintain intact exist* 
fog capita! equipment (value being reckoned at current prices) in 
all these cases ; (4) receipts of the State from indirect taxation ; {$$ 
favourable balance of trade including transactions in treasure; (fl) net 
Increase in the country's foregin indebtedness or the net decrease in 
the holdings of balances and securities abroad whether by individuals 
Ur Government of the country”. 1 

2, The Utility of National Income Statistics. The economic 
welfare of any community can best be measured by its income. Of 
course, there are drawbacks. A community may have a large number- 
of rich people or old people and may, therefore, have to spend dispro- 
portionately larger amounts of money on medicines and comforts* 
Or, the peace of a community may be constantly disturbed by 
dacoities and communal riots and it may have to incur large expenses 
on policing and security measures. Thus such a community's income 
would not be conducive to much economic welfare. In spite of 
these drawbacks, however, we will have to admit that, “other 
things being equal, economic welfare is greater if national income Is 
greater”.* 

National income figures give us an idea as tp the standard of 
living that would be possible for a community. Of course, these figures 
* are only an average and throw no light on the distribution of income 
in the country. It is quite possible that a few people may be having 
a major portion of the country’s income and larger numbers may 
be left with only a smaller share. 

National income figures are further useful when we want to find 
out whether a country is develo ping-■eeuuofflfagHv. If they do not 
measure accurately the progress made by a country they at least 
show us the trends As the period of time required to measure 
the income of the people in a country is usually rather long, 
allowances should be made for the changes in prices and in the 
habits of the people. In this connection the chain method suggested 
by Marshall would be useful Thus it would be misleading if We 
compare the national income® of two different countries with different 
standards of living and try to make relative estimates of their 
economic welfare therefrom without making proper allowances for the 
differences* 

The study of national income is not merely of academic interest 
in the world of to-day. On the contrary such data are useful In 
diagnosing economic ills, a country suffers from and in suggesting 

1. Dr. V. Km B. V* Kao—National Income of British India. 

Haberler—National loo >me Saving and Investment, Vol. 2* 
p.p. 14Q-4L 
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Useful remedies for such ilk* These statistics make us aware of' the 
shifting patterns of distribution of income. No planning of a ny 
activity* agricultural ^industrial, is possible unless we Itooa^ wiiich 
sections of society can saveana now much^bey can save. Without 
this knowledge'll is h6t 'pos'&iMS 10 tax thCM'properly without deiri* 
ment to their welfare or to their saving capacity* Equipped with 
this useful knowledge the Government are in a position to levy taxes 
at rates high enough to obtain sufficient funds both for developmental 
and protective purposes. When they find that the resources of 
the country cannot supply sufficient capital for these purposes they 
invite capital from abroad as and when needed. They can formu¬ 
late useful economic and fiscal policies only when they are thus 
equipped. They can also judge the need for canalising production 
and controlling consumption. 

India’s proverty is a by-word. She is almost the last in the 
compass of nations when their material prosperity is compared* 
The standards of health are wretchedly low, nutrition insufficient* 
death-rates high, infant and maternity mortality rates abnormally 
excessive while standards of living are dreadfully low* In 
such circumstances, an analysis of national income figures for 
India is a matter of extreme urgency. Given correct data, the 
national Government of the country would be in a position to 
eradicate the defects of an inequitable distribution of income and 
to correct the faults of malnutrition brought about by insufficiency 
of food. They will also help the legislature in discovering the 
true taxable capacity of the people and imposing a burden suited 
to their capacity. It is only correct estimate of the margin of 
saving over consumption[tnat enables the Government of a country to 
undertake new projects and schemes 

3. Methods of Calculating the Material Income of a Country: 

Three methods are usually advocated to calculate the income of a 

country. 

(a) The Income Method. This is based on income-tax statistics* 
The income-tax figures are supplemented by taking the average 
earnings of various groups of labourers engaged in different occupa¬ 
tions, Such a method will be more useful in a country where 
the number of income-tax-payers is large, but it can be of some 
use in India as well, when it is helped out by ad hoc inquiries 
into the incomes of labourers, petty shopkeepers and other groups 
of workers, whose incomes are not liable to pay any income-tax. 

(b) The census of production method or the inventory method. It 
takes into consideration the total goods and services consumed 
in a year at market prices This method needs an accurate census 
of production as well as a wage oensus. In India no complete 
census of production has ever been taken. The Government, how¬ 
ever, publish estimates of the production of principal agricultural 

commodities which means that the income of almost every two 
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pmom out of three has been taken into calculation* 1 OomAI^ 
Satieties of the produce of mines and forests are also jmbli*b*<f* 
Vigmrn of production of some important industries ? are also avail- 
able* Besides, some figures about milk and milk products mm avail- 
able but it it a niafcter of regret that complete information regarding 
production in alt directions is not collected, 

(c) A combination of the income and inventory methods. The 
two methods hive been combined by Dr. Rao with fair success 
in India, He has used the Government estimates of the production 
•of agricultural crops, the tabulated figures of mineral, industrial and 
forest produce, the available data on milk and milk products and 
income-tax statistics as well as figures of incomes of junior Govern¬ 
ment servants and of those industrial workers in Bombay, 
Ahmedabad and elsewhere whose wages are published regularly in 
•commercial papers. He has supplemented these by carrying out 
-ad hoc inquiries in various other directions. 

4* Estimates of National Dividend in India* A number of 
•estimates have been made m the past from time to time to ascertain 
the national income of India, The earliest of such estimates was 
made by Dr. Dadabh&i Naoroji relating to the years 1867-70. AH 
the various estimates of per capita income in British India before the 
partition are given m the table below — 


8 No Name of Author. 

Year for which 


Income in 



estimate is made. 

Ms. 

As. 

p. 

i. 

Dada Bhai Naoroji 

1867 to 70 

20 

0 

0 

2. 

Lord Cromer & Barbour 

1882 

27 

0 

0 

3 

Digby 

1898-99 

17 

8 

5 

4. 

Lord Curzon 

1900 

30 

0 

0 

5. 

Digby 

1901 

18 

8 

U 

6. 

F. G Atkinson 

1875 

30 

8 

0 


>9 >* 

1895 

39 

8 

0 

7. 

Wadia & Joshi 

1913-14 

44 

5 

6 

8 . 

Shah & Khambata 

1900 to 1914 

36 

0 

O'* 



(Pre-war) 




9 

>» »» 

War and post 






war years 

38 

0 

0* 

10. 

Findlay Shirras. 

1921 

107 

0 

0 

11. 

99 99 

1922 

116 

0 

0 

12. 

Simon Commission Report 1929 

116 

0 

0 


1* Agricultural 8>t nation in India— a monthly jou mat, 

2. Statistical Abstract—a monthly, 

3* As adjusted by Dr. Rao according to the changes m level of prices. 
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is. 

Dft Ra© 

1926-29 

78 

0 


14. 

>? 

1931-32 

Rural- SI 

0 

0 

- 



Urban-166 

0 

0 




Urban—66 
for India 

0 

0* 

IS. 

Sir James Grigg 

1937-38 

66 

0 

o 8 

I 6 - 

“Student” in Commerce 

1938-39 

86 

0 

0 

df 18/12/1943 





17. 


1942-43 

142 

0 

0 


It is obvious that there are big variations in the estimates of 
income arranged above. One of the reasons is that big changes 
have occurred in prices at different times. For instance Rs. 45 
in 191344 would be equal to no less than Bs. 80 in 1921*22* 
if an allowance is made for the rise in prices. Besides, it should 
be noted that the area covered by different estimates is not always 
the same. In some estimates the whole of British India has been 
included while in others the States have been excluded. An 
other importan fact to note is the difference of treatment by 
different investigators due to their personal bias. One finds that 
investigators with a nationalist bent of mind usually arrive at lower 
figures as compared with officials ; the viewpoint of the former is 
that British rule brought no prosperity to India while the latter 
think differently. It is obvious that the earlier investigations 
were inspired by political prejudices and were either over¬ 
estimates or under-estimates. In addition, the different esti¬ 
mates did not always include the same items The basis of 
calculation was almost always different. Nor were the statistics, 
even when calculated by official authority, wholly correct. Often 
they were patchy and in some cases completely lacking in various 
important respects. As Prof. A.L. Bowley and Mr. D. H. Robertson, 
who were invited to India by the Government to advise them 
on the question of collecting statistics and about a Census of Pro¬ 
duction, pointed out, “Statistics in India are unco-ordinated, though 
in ^ome branches careful work is being done, and determined efforts 
made to improve the accuracy and scope of information, in others 
they are unnecessarily diffused, gravely inexact* incomplete or mis¬ 
leading ; while in many important fields general information is almost 
completely absent. The situation cries out for overhaul under 
the control of a well qualified statistician.’’ Agricultural price 
statistics are diffused, biith and death rates are incomplete, andt 
there is no general information about wages, It may be mentioned 
that later estimates are more scientific and more accurate and Dr« 
Rao’e valuation is perhaps more reliable than any other. He haa 
selected the year 1931-32 for his estimates, as in 1941-42 no oocupa- 

1. Dr. Beo allows a margin of error of j- 6%- 

2* Budget speech, 1933* 
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tional census was carried out for reasons of economy in war time, 
Hie ‘income* and ‘inventory’ methods have been > judicially mixed, 
and supplemented by ad hoc inquiries. Dr. Rao’s method of procedure 
as discussed below will pay careful study. 

Details of National Income of British India in 1931*32. 


1- 'Inventory' Estimates : In millions 

Net 

Margin ©/ 


of Rs. 


Error 




(Percentage^ 

!• Agriculture output .. 

6,089-2 



Fruits, condiments, pulses, etc. 

1,746 9 


... 


7,8361 



Deduct Wastage, Seed, Interest, 




Maintenance and depreciation for 




cattle, repairs to implements, etc. 

1,909 

5927 


2. Livestock including milk, meat, 




hides, Bones, wool, etc.... 


2,683 

+10 

3. Fishing and hunting 

120 


±20 

Minerals 

180 


Nil 

Forest produce 

92 


Nil 

//. Income Estimates .— 




1* Incomes assessed to income-tax 


2,161 

Nil 

2. Incomes not aesesssed to tax. . 




(i) of workers in industry 

2,100 



(it) ,, in Government service, 




Railways, posts and telegraphs, etc. 

590 



(in) Of workers in other transport 

283 



(iv) „ „ in trade 

1,233 



(v) „ in professions and 




liberal arts 

416 



(vi) Of Workers in domestic service. 

325 

4,947 

+ 16 

HL Miscellaneous ; 

—— —*r— 



House Pioperty ... ^ * 

774 



Silk 

12 



Pottery 

60 



Honey 

10 



Pensions 

79 



Government Commercial undertakings 89 



Interest on Agricultural debt 

170 



Indirect Taxes 

839 
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Deduct 

1855 


Revenue from indirect taxes 

+839 


Interest on internal public debt 

—160 


Excess of exports over imports, etc. 

396 



1075 780 

±Nil 

Rs. 

16,890 million 

±6 


After arriving at the above figures, Dr* Rao thinks that the 
^official estimates of agricultural output are over-estimated by 10 
per cent and that there is an evasion of income-tax amounting to 
5 per cent* Thus the net national dividend figure will be between 
Rs. 16,651 million and Rs. 18,677 million, thus giving us a per 
<apUa income of Rs. 65 with a margin of error of ±6 per cent. 

Dr, Rao then proceeds to calculate the income of a person in 
rural and urban areas and says that corresponding to an income of 
Rs, 65 per capita for the whole of India, the per capita income in 
rural areas is Rs 51 and urban areas Rs. 166. 

5 In its 1948 annual number,* the Eastern Economist made 
an estimate of per capita income m the Indian Dominion. The 
-estimate was made on the basis of Dr, Rao’s estimates lor 1931-32 
The per capita income for the Indian Dominion was judged at Rs.213 
against Rs. 224 for Pakistan. The reason advanced for a lower 
income in India was that the agricultural wealth of Pakistan was 
’believod to be greater than that of India due to the presence of large 
areas of canal irrigated lands in West Pakistan which grew im¬ 
mense quantities of wheat and cotton and jute growing areas in East 
Pakistan which made India dependent for 75 per cent of its require¬ 
ments of jute from Pakistan. 

Such estimates are not wholly reliable. The need for finding 
out the true national dividend and per capita income in India is, 
^however, of such great importance that the Government of India 
have recently appointed an Expert Committee to carry out investi¬ 
gations in the matter and to submit a report in India’s national 
dividend as early as possible. The report of this Committee is not 
yet out but the Commerce Ministry of the Government of India has 
published its estimates ot the national income at factor costs pro¬ 
duced within territories of the Indian Union Provinces for 1945-46 


and 1946-47, as they stood after Partition, 
follows :— 

These estimates are as 

Crores of rupees 

I. Primary Production 

1945-46 

1946-47 

dross output ot Agriculture, food 
and nonfood 

22,40 

25,45 

Animal husbandry 

468 

521 

Total 

2,708 

3,066 


Total 
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n§ 


Deduct lor seed, maintenance 

of cattle, repairs to implements etc. 745 776 


Net output of Agriculture *«. 

1,983 

* 2,291 

Forest Produce (net) 

0 

46 

Minerals (net) 

37 

61 

Total (Net) Primary Production t — .. . 

2,009 

2,898 

II* Non-Primary Production. 

Incomes assessed to* income-tax. 

643 

682 

Incomes not assessed to Income- 
tax 

2,293 

2,533 

Deduct—Profits of mining companies 
and income of persons employed in 
mining- — 

8 

16 

Add—Net profits of Government 
enterprises and payments in kind to 
military personnel 

94 

83 

Total Net National Income 

4,931 

5,680 

Per Capita Income 

204 

228. 


The above figures show an increase in tbe national income 
frtm Rs 204 per capita in 1945-1946 to Rs. 228 per capita in 
1946 47, but this increase is not real as allowance has to be made for 
a rise of about 12 5 per cent m the price level. The figure of Rs. 5,580 
crores is for the whole of the Indian Union States as constituted 
after Partition and does not include the States merged mto them 
subsequently. 

The income of urban areas works out to Rs. 2,107 crores for a 
working population of 18 8 millions as compared with Rs. 3,483 crores 
in rural areas for a working population of 87 I millions. Thus the 
per capita income for urban and rural areas for 1946-47 is estimated 
at Rs. 1,121, and Rs. 401 respectively. 

Provisional estimates for 1948-49 indicate "that the national 
income was about Rs 6,986 crores and the per capita incorhe 
Rs 272. 

These figures have been challenged in certain quarters. For 
instance the Eastern Economist computes that making allowances 
for the rise in prices these figures show a rise of real per Capita 
Income of 70% from Rs 65 in 1931 to Rs. 90/* per annum in 
1947. This rise in the opinion of this Journal is untenable. The 
criticism does not seem to be justified as other sources which have 
•calculated national dividend of India during the last few years hi the 
way in which Dr. Rao did in 1931-32 also hint at a certain amount 
of increase in the inoome per head in India. 
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Apart from the increase in Income recent enquiries show a shift 
in its distribution. It has been alleged that a large part of the national 
Income has been diverted towards the non-investing strata of society 
in rural areas, who either are not in the habit of investing their 
savings or do not do so for lack of banking facilities in their neigh* 
bourhood. The Fiscal Commission Report (1950) has drawn attention 
to this shift in income. The Rural Banking Enquiry Committee 
report published a few months after in the same year is unable to* 
give precise estimate of the shift, but definitely upholds it. Jfc 
C. D. Deshmukh, Finance Minister of the Indian Government has 
idso expressed the same view still more recently. The Chambers 
of Commerce in different parts of the country are also in agreement 
with this view and are seriously worried over the shift in money in¬ 
comes, from urban to rural classes. They believe that the fall in 
industrial investment in this country is mainly due to this reason. 

Recent surveys made in some states like the Punjab and 
Bombay also tell the same story. It has been pointed out that while 
there has been no increase in land revenue rates and but a compara¬ 
tively small rise in water charges there has been a very much greater 
rise in the prices of primary commodities sold by the agriculturists. 
HenCe the rural population is better off in 1950 than it was in 1989 
and Its capacity to save has increased while saving capacity in the 
case of urban classes has fallen off. 

A few other studies, specially the one by Dr. Narainaswamy 
Naidu in the State of Madras, however, tell a different story. Hence* 
& comprehensive survey of national income for the whole of India 
is urgently called for. The Partition of the country with its resultant 
shifts in income has made such a survey even more urgent. 
Hence the report of the Expert Committee appointed by the Govern* 
ment is anxiously awaited. 

6. Conclusion- We can easily conclude from the discussion 
above that the collection of statistics in India is very defective and 
in some directions completely absent and in the Indian States things 
are even worse. Collection of statistics on scientific bases is an urgent 
necessity, The Bowley-Robertson Report published in 1934 ms.de 
certain recommendations for the collection of data through a perma¬ 
nent department at the Centre with the help of qualified economic 
staff. They suggested that there should be four members attached 
to the Governor-Generars Council. Two of the members should 
be trained economists and the third would be the Director of Statis 
tics. A census of production should be carried out quinquennially 
while the main oensus of population should continue to be decennial 
with a supplementary abbreviated census in the middle of the decade. 
The two census should synchronize as far aB possible. Besides, 
each major province should have a whole-time statistical officer 
who should review all departmental statistics and co-operate in 
every way with the Central Director of Statistics The authors Of 
the report also suggested the method of calculating the national 
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itomme of the country almost on the lines on which Dr, XtM later 
canted oat fete investigations. 

Secondly! 41 the various estimates made by officials or non* 
•officials, Indian or European, with all the variations, big or small, 
indicate that the Indian people are very poor. They are not only 
poor so far as the per capita income is concerned, but also from the 
point of view of goods consumed. The darkness of the picture be* 
comes more accentuated when we see that India cannot produce 
sufficient food for herself in spite of the fact that she is primarily 
an agricultural country. According to Dr. Rad ha Kamal Mukerjee, 
India is deficient to-day in her food supply for 63 million people. 
According to Dr. Aykroyd the deficiency in vitamins is even greater. 
The food Grain Policy Committee also remark that the standard Of 
consumption prevailing in India are very low and the level cannot 
be cut any further. Housing conditions are awful in the industrial 
towns and extremely insanitary in the villages. The death-rate is 
high. The rates of infant and maternity mortality are much higher 
than those in the West. These wretched conditions are entirely the 
result of poor production both in agriculture and industry. 

The conditions of wretchedness in India appear even more 
dreadful when we compare them with conditions in other countries, i 
Mr. Colin Clark has put forward a formula for comparing the 
economic welfare of different countries. He has reduced the esti¬ 
mates of national incomes of a number of countries to the same 
price level and expressed them in the form of international units per 
head of the working population He defines the international unit 
(LTL) as “the amount of goods and services which one dollar would 
purchase in the D.S A. over the average of period 1925-34.** The 
following table gives the average real income per head in I.U.*s 
during this period in some countries 


Country 

l.D’s 

Country 

I.V’a 

U.S.A. 

1381 

Japan 

353 

Great Britain 

1069 

Egypt 

300-350 

Australia 

980 

U.S.S.R. 

320 

Prance 

684 

South Africa 

276 

China 

100-120 

tish India 

200 


It is possible that Mr Cohn Clark’s estimates are defective to 
some extent but there can be no doubt that British Imlia and China 
were at the bottom of the list in those years and it is obvious that 
things have not improved much in the later period. The National 
’Government of India has a great leeway to cover and can do so only 
with the entire will of the nation at its back. Gaps can be filled and 
remedies found only if proper surveys are made and accurate statis¬ 
tics collected. * 



CHAPTER XXXVII 

UNEMPLOYMENT, FULL EMPLOYMENT AW» 
REFUGEE REHABILITATION 

1. Nature ol the Problem During the war, the immense 
mass of bumahity residing in India was fully absorbed. Unemploy¬ 
ment was a rare phenomenon. But these were abnormal conditions 
and could not be expected to last for ever. Normally in India we 
find a vast mass of the unemployed floating hither and thither in 
Search of jobs. We have no system of poor relief and no statistics 
of the unemployed persons. But statistical proof is hardly needed 
to prove what is so patent to everybody. There is, in India, in 
normal times a large scale unemployment or under-employment 
though this fact is concealed by the existence ot the joint family 
system which looks after the aged, the infirm, the disabled and the 
unemployed men in the family. Besides, the charitable disposition 
of Indians and their misguided religious sentiments help to maintain 
in India a numerous class of beggars. Their unemployment may not 
be involuntary, yet they cannot be considered as gainfully employed. 

Unemployment problem in India is a tremendous problem in¬ 
volving vast numbers ; it is also a complicated problem on account 
of the peculiar social and religious conditions prevailing in India. 
The march of the uprooted millions following the partition of the 
country has lent the problem of rehabilitation and employment a 
new urgency. 

2. Types of unemployment. The nature of Indian economy 
is vastly different from that of the European countries. Conse¬ 
quently the nature of unemployment here is not the same as else¬ 
where. In the highly industrialised countries, unemployment affects 
the industrial worker mostly. But in India we have three main 
types of unemployment: 

(a) Agricultural unemployment. 

(h) Industrial unemployment. 

(c) Unemployment among the educated classes. 

We shall consider these three types of unemployment 
separately. 

AGRICULTURAL UNEMPLOYMENT 

3. Causes. The history of Indian agriculture is a chronicle 
of intermittent and progressive depression Just as India has its 
depressed classes, she also has a depressed industry, viz., agriculture. 
Being normally in a depressed state, Indian agriculture is unable to 
sustain the vast majority of the people who seek livelihood from the 
soil. Prom the evidence tendered before the Punjab Unemploy¬ 
ment Committee (1937-38), we find that although there is no par- 
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mmmt unemployment among the agriculturists, there fo fyMy 
wide-spread seasonal or casual unemployment, and there is chronic 
under employment. The following are some of the causes responsiW# 
for low efficiency of Indian agriculture ;— 

(1) Increasing pressure on the soil. The ever-increasing popula¬ 
tion of India is irresistibly drawn towards land in the absence . of 
other handy and lucrative avenues of employment. Consequently 
about two-thirds of the Indian population depend on agriculture 
and allied occupations. 

(2) Seasonal nature of agricultural operations and lack of sup¬ 
plementary industries. There is a state of enforced idleness in lb# 
rural areas of India for three to four months in a year. The period 
of the involuntary unemployment varies from tract to tract. In the* 
well-irrigated tracts, the farmer is busy almost throughout the year. 
In the canal colonies, they are kept engaged in their vocation for 
nine or ten months in a year. But in harani areas, the farmers may 
have to remain idle for 5 to 7 months in a year. If our farmers had 
combined with agriculture some supplementary industries, like 
dairying, poultry, sericulture, bee-keeping, etc , they would have 
kept themselves profitably employed throughout. But that is not 
the case. Our farmers have no double string to their bow, and they 
depend exclusively on farming. 

(3) The extension of area under cultivation has not kept pace 
with the increase in the farming population. 

(4) There has been no appreciable improvement in the farming 
technique. 

(5) Rains are either inadequate or untimely, or there are floods 
making agricultural operations impossible ; Indian agriculture is said 
to be a gamble in the rains 

(6) The Indian farmer is in a state of chronic indebtedness and 
there is lack of capital. 

(7) Uneconomic size of holdings is another handicap. 

(8) Subsistence nature of agricultural economy and its un¬ 
planned nature are also responsible for its backwardness. 

(9) Inefficient marketing also accounts for its unprofitableness. 

The cumulative effect of all these causes is to reduce the 
standard of faming in India to an incredibly low level, so that it 
cannot provide employment to millions of Indians, who, by necessity 
or preference, are wedded to agriculture, 

4. Consequences of agricultural unemployment. Considering 
that a vast majority of Indians depend on agriculture, agricultural 
unemployment must mean misery and hardship to millions in India. 
When a great majority of the people are hit hard, others ca*mpt 
escape injury. Depression in agriculture must produce depression 
in industry. Government finances will suffer which will lead to 
curtailment of governmental activity and enterprise. Agriehttnt&l 
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unemployment, therefore, overflows to other fields of economic 
activity* Loss of purchasing power by about 00 p. & living in the 
rural area® can be nothing short of a national disaster, 

5. Remedies Reconstruction of Indian agriculture seems to 
be absolutely essential if periodic and seasonal ebbs of unemploy¬ 
ment have to be avoided. Its nature as subsistence farming must 
change. Methods of cultivation must undergo a revolutionary 
change; agricultural technique must be stepped up. Irrigation 
facilities must be improved so that Indian agriculture does not 
remain at the mercy of rains. The system of marketing must be 
rationalised. We must introduce crop planning. Areas under culti¬ 
vation must be increased by means of land reclamation schemes. 
Use of chemical manures, better seeds, better system of rotation, 
better sowing and better drainage are some of the other measures 
that can be adopted. 

But the adoption of better methods of farming hinges on one 
important factor, viz , the size of the holding. Unless the size of 
agricultural holdings is ieasonably enlarged, there is no hope of 
modernising Indian agriculture. Mechanism can be effected only if 
there are large farms. 

Above all, agricultural unemployment can be effectively reme¬ 
died if there is equalization of population pressure There are too 
many people on land now. The surplus of the rural population 
must be weaned away from agriculture and must be absorbed in trade 
and industry. The Punjab Unemployment Committee in their 
report 419^7-38, para 9) calculated that at least one-third of the 
population subsisting on agriculture was for* practical purposes un¬ 
employed. The conditions in other provinces cannot be much 
different. General economic development of the country at a speed 
unknown hitherto is essential to lighten the pressure on the soil and 
to reduce the incidence of agricultural unemployment. 

Fundamental organisational changes are also called for. In the 
absence of organisational changes other remedies may prove to be 
mere palliatives. We should introduce group farming. As S. Tarlok 
Singh puts it in his “Poverty and'Social Change” “without group con¬ 
trol over the management of land it is not possible to create an 
organisational framework for bringing about a better agriculture, for 
assuring equality and freedom to suppressed groups, for integrating 
the moral and industrial economy ; and finally for creating new social 
values and incentives ” 

INDUSTRIAL UNEMPLOYMENT 

6. Extent of Industrial Unemployment. Here again we are 
faced with a statistical blackout. We have no reliable figures to 
assess the incidence of Industrial unemployment m our country. 

For a long time our industries suffered from shortage of labour 
supply. Suitable labour to man the growing industries of India was 
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siot fortlicoiising. Neither the wage nor the living conditions in the 
«ettfes were attractive enough to secure adequate labour supply, The 
Indian worker has been a farmer by preference and a mill-hand by 
necessity* The industrial workers were fugitives from the rural areas 
“to escape from destitution or social disabilities or from the penal* 
ties of law or from the severe penalties with which the village visits 
fences against its social and moral codes,*.Few industrial workers 
"would remain in industry if they could secure food and clothing in 
the village ; they are pushed and not pulled to the city .** 1 The 
Industrialists thus experienced'great scarcity of labour. Labour was 
migratory and not permanent. The worker would always wistfully 
look back at the village, and would leave for home at the earliest 
possible opportunity. 

But the eia of labour shortage is at an end. The conditions 
in the industrial centres may not have improved much but the con¬ 
ditions in the rural areas have become worse with the result that the 
labour market is now inundated by runaways from the rural areas. 
There is thus a large number of people seeking employment in Indus- 
tries. We cannot exactly say how many, but the number is bound 
to be considerable. 

7. Why this Industrial Unemployment ? Our industrial 
system is unable to absorb our growing population and for this 
there are several reasons ; (i) Our industrial development is im¬ 
mature and inadequate. The expansion of industrial structure 
in India is not commensurate either with its vast resources qr with 
the growth of its population. r 

{£i) The location of industries is very defective and uneconomic. 
There is over-crowding in certain centres which inevitably raisesj&e 
Cost of production If the geographical distribution of industml 
units had been rationally planned, industrial structure would have 
been more economical and its capacity to absorb workers would have 
infinitely increased. 

(Hi) The cost structure is very rigid and does not respond to 
changes in the prices of the industrial goods. Consequently our 
industries are periodically over-whelmed by depression which brings 
about unemployment. 

(ivj The subsistence economy prevalent in our rural areas 
prevents the development of an adequate market for our industrial 
products. 

The net result of the operation of these causes is to make our 
industrial system incapable of sustaining a heavy pressure of our 
increasing numbers, nor can it bring about an even distribution of 
employment pressures in the country. It cannot provide a stable 
labour market. “The Indian industrial system is dangerously poised 
between the Scylla of a fluid labour market and the Charybdis of a 


I. Report of 1 1 © R C m nisuon on La bo it, pp. 15*17. 
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secondary market determined by the dynamics of the consumptions 
propensity of a population caught in the rigid framework of a 
subsistence economy/' 1 * 

8. Tfctfe Remedy. Tbe remedy for industrial unemployment 
lies in stepping up industrial efficiency. Our industrial structure 
needs a thorough over-hauling, Most of Our industries need going: 
through a process of rationalisatkn so that waste of all binds is 
eliminated and industrial efficiency is raised to the highest possible 
pitch. Over-centralisation of industries will have to be rectified, the 
quality of the raw-materials improved, technical training imparted 
to labour, capital resources mobilised, managerial skill imporved and 
Industrial organisation generally galvanised. 

Apart from removing the shortcomings of the existing 
industrial structure, it will be necessary to launch far-reaching 
schemes of industrial development, something like that envisaged in 
the Bombay Plan, We must really do something big in the matter 
of industrial development. We have got the resources. A number 
of plans are before the country. What is now needed is something 
practical, that is, an effective execution of any rational plan. 
India has not the freedom to shape her destiny. We have now 
to show if we have got the capacity to make a good use of that 
freedom. 

The fact can hardly be overemphasised that it is to industry 
alone that we can look forward to absorb the rising surge of the un¬ 
employed. Agriculture is already over-crowded, and so are the liberal 
professions. Development of Industry is our solitary hope to relieve 
us from the miseries of unemployment. When our industry rises to 
its full stature, the stature to which it has every right to rise, un¬ 
employment will vanish. India has better chances of solving this 
problem of unemployment through the development of industries 
than many advanced countries. Our industrial structure is yet in a. 
state of infancy and there is a great scope for further expansion. 
Industrial system built up carefully as a co-ordinated and integral 
part of the general economic development of the country cannot fail 
to maintain an amazingly high level of employment. Industrial back¬ 
wardness is the one cause of the scourge of unemployment m India. 
We can remove it. 

UNEMPLOYMENT AMONG THE EDUCATED CLASSES 

9. A Serious Problem. The problem of the educated un¬ 
employed constitutes a very serious and menacing problem. The 
educated unemployed is a dangerous person. He is vocal ; he haft 
influence ; he nurses a sense of personal injury and, if the grievance 
is long continued and the numbers involved are large, as in India, 
the situation is decidedly explosive, and will be a constant threat, 
to the security and stability of the State. Tbe unemployed persons 

1. Bt m6£Wtjmi, T. N.—Iul) Employment far Indie, 1946, p. J IS* 
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Manning to this category are not ‘dumb, driven cattle,* but 
intelligent people, and wilt not accept an unenviable poaition lying 
down. f 

The problem is serious in another way. It educated people have 
to remain idle, then the scheme of things responsible for such a state 
of affairs deserves strong condemnation. It involves the waste of the 
best of our human resources. It means a great national loss that 
such valuable human capital should stand idle* 

10. Why are the Educated People Unemployed ? The existence 
of unemployment among the educated classes is attributed to the 
too literary character of education. The system of education preva- 
lent in India is divorced from real life. There is a mass production 
of graduates for the absorption of which no adequate demand exists. 
Our education takes a young man straight to M. A, after which, if 
one does not get a clerical or a teacher’s job, one is doomed. There 
are very few alternative openings which can hold out prospects of a 
respectable living for young men who maintain a high standard dur¬ 
ing their academic careers. 

Our system of education has elicited sharp Comments. One 
witness stated before the Punjab Unemployment Committee in 192T 
that Lord Macaulay’s system of education “was meant to create a 
class of translators to serve purely as interpreters. Education has 
let these interpreters remain as interpreters and nothing more, with 
the addition that anything real is gone and the rest is all imitation 
and chaff where there is no place for anything conducive to make a 
human being of an Indian/’ Sir George Anderson, the President of 
the Punjab Unemployment Committee of 1927, himself admitted 
that the present system of education in its very inception was 
moulded with the special object of preparing boys for external 
examinations and of training them for clerical vocations, and he 
described the matriculate product of the system as a “derelict, a 
wanderer on the face of the earth, unemployed because he is un¬ 
employable/’ It has been said that ‘the present education turns out 
no better stuff than indifferent babus / A diploma is regarded as a 
‘magic passport to government service/ 

Mr. Armstrong, one-time Director of Public Instruction, 
Punjab, however, put in a spirited defence of the education system 
before the Punjab Unemployment Committee of 19S7. He said; 
“There can be no question that our literary form of education has 
in the past helped its pupils to secure a wide range of employment. 
In the West where the system of education is highly organised had 
provides all possible types, unemployment is rife and is a problem 
the solution of which is not looked for in any reform of the 
educational system prevalent there but is tackled from the point of 
view of economic development and the consequent provision of work. 
Merely to alter the educational qualifications of the unemployed 
without decreasing t ieir number is no solution of the problem, and' 
to give our youths technical and vocational education without 
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ensuring that industry and agriculture can absorb them, when they* 
finish their training* is merely to have one type of unemployment 
instead of another*” 

There is a great deal of truth in what Mr. Armstrong says* 
Mere change in the system of education is not enough ; it must be 
accompanied by schemes of economic development so that jobs are 
ready when technical hands come out of the vocational institutions* 
otherwise we shall have instead of B. A, unemployed, the unemp¬ 
loyed engineers and other technicians. Such a situation has always 
etxisted in India. W© have always had a number of technically train¬ 
ed people among the unemployed. 

With all this we must say that the system of education is 
defective. It is not calculated to equip a person satisfactorily for 
the struggle of life. The medium of instruction, which is a foreign 
language, means a tremendous strain on the immature youths and is 
sure to retard mental development. There are no two opinions about 
the defective nature of our educational system. Presiding at the All- 
India National Educational Conference held at Wardha in October, 
1930, Mahatma Gandhi observed : “The present system of educa¬ 
tion does not meet the requirements of the country in any shape or 
foriq. English, having been made the medium of instruction in all 
the higher branches of learning, has created a permanent bar between 
the highly educated few and the uneducated many. It has preven¬ 
ted knowledge from percolating to the masses. The excessive import¬ 
ance given to English has cast upon the educated class a burden 
which has maimed them mentally for life and made them strangers 
in their own land/' Again, “absence of vocational training has made 
the educated class almost unfit for productive work and harmed them 
physically.** Now that India is free, we can soon expect a drive 
towards educational reconstruction. 

11. Extent of Unemployment Among Educated Classes* It is 

impossible to ascertain the exact number of the unemployed persons 
among educated classes. Various provinces appointed committees 
to examine the problem of the unemployed and these committees 
did attempt to estimate the number of such people. But owing to vary¬ 
ing definitions of the term 'educated* as well as the inherent difficul¬ 
ties in making an estimate, most of the figures are mere guess work. 
But the absence of reliable statistics does not idicate the absence 
of unemployment. On the contrary, the fact is well known 
that a largo number of educated persons have not been able to secure 
employment. 

The Punjab Unemployment Committee of 1937 estimated the 
number of educated persons out of employment in the undivided 
Punjab at 1,50,000. Thousands of persons passing out "of the portals 
of the university swell the rank? of the unemployed from year to 
year. The evil is cumulative. 

It is a common experience of all departments that hundreds of 
applicants scramble for a petty job in an office. Prom the report 



UNEMPLOYMENT AND PULL EMPLOYMENT m 

above committee we find that “in a certain district for 25 posts 
of Patwaris, there were nearly 700 applicants—90 p. c. of them being 
matriculates and not a few being M.A/s and double graduates.** 
The Chief Secretary to the Punjab Government stated before the 
Committee : “As many as three hundred applications are received 
annually for approximately 25 clerical vacancies. The majority of 
these applications is from graduates and undergraduates/* Of the 
878 educated unemployed who submitted a memorial to the Com¬ 
mittee, 843 had received a purely literary education, 19 were 
law graduates, mechanical and civil engineers, etc., and 15 were pro¬ 
fessionally trained persons. An advertisement inserted in the ‘wanted, 
cloumns of a newspaper is sure to bring forth a fabulously large 
number of applications. There is a sure index of very wide-spread 
unemployment. Mailk Arjan Das, how was associated with the 
Tribum, says : “I remember that in reply to an advertisement invi- 
ting applications for the post of a head constable of police in Africa, 
the number of applications received was so large that the advertiser 
after three or four days totally refused to come and receive his dak 
and I had to send the hundreds of letters not taken delivery of by 
him personally to his house/* There is thus not the least doubt 
that normally in India thousands of educated persons fail to secure, 
a suitable job. 

12. What is the Remedy ? The obvious remedy is the reform 
of the system of education. Educational facilities should be more 
diversified, so that the education imparted to our youths is not purely 
literary. Institutions for technical and vocational training should 
be multiplied, so that our young men are enabled to learn & craft 
and to start a cottage industry on a small scale on their own 
account. This would obviate the need of seeking a job with some, 
employer. 

But economic development must proceed pari passu with, 
educational reform. It is necessary to create jobs and not merely 
enough to fit people for the jobs. Only economic and industrial 
development of the country can multiply fc the jobs available for the 
people. The real remedy, therefore, is the fullest exploitation of 
the resources of the country and carrying through a comprehensive 
development plan so that opportunities of employment may be 
multiplied. 

13. Conclusion. There is in India, undoubtedly, widespread 
unemployment among all classes in normal times. A great deal * of 
disguised or concealed unemployment or under-employment exists 
in India. There is unemployment among the educated classes, the 
uneducated masses, among the industrial workers and also among 
the agriculturists. Specific remedial measures to ameliorate the 
conditions of the unemployed in each category have to be adopted. 

But the cause which lies at the bottom of all types of un^ 
employment is the economic backwardness of tbe country. The ~ 
number of potential worker® of all types is very “much greater than 
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the volume of available employment. This is due to the fact that 
the productive resources of the country have not been fully and 
properly exploited. The resources of India lie unutilised or imper¬ 
fectly utilised. This being the case, the only remedy is to accele¬ 
rate economic development and make it commensurate both with 
the resources as well as the growing population of the country* 
Growth of population without a corresponding development of the 
country's resources furnishes a real explanation of the existence of 
unemployment. 

Unemployment is not an act of God, as the Indian masses 
given to fatalistic thinking are prone to imagine. Unemployment is 
not a natural calamitv but the consequences of defective human 
organisation. It arises from the incapacity of the economic system 
to adjust itself to charging conditions, say, increase m population. 
The country with a large incidence of unemployment is caught in a 
vicious circle: Existence of unemployment means a reduced pur¬ 
chasing power. It means demand for poods and services is not 
sufficient to put all the resources of the community to use. deduc¬ 
tion in demand leads to the curtailment of productive activity. 
Curtailment of productive activity leads to unemployment, and un¬ 
employment in its turn again leads to reduction in demand. If 
consumption and production are properly balanced, there cannot be 
unemployment. In primitive society where there is no exchange 
or distribution, production and consumption go hand in hand and 
unemployment is unthinkable. Let us, therefore, plan our economic 
system in such a manner that productive capacity and consumption 
propensity are in equilibrium. 

The Punjab Unemployment Committee of 1937 thus sums up 
the unemployment problem 1 : “The unbalanced nature of our 
economy is the primary cause of unemployment. General depres¬ 
sion for us means an agrarian crisis. The fall in prices of agricul¬ 
tural produce has severely curtailed the purchasing power of the 
peasant* This, in turn, has retarded economic development in many 
spheres. It has affected public services, industry, trade and pro¬ 
fessions in varying degrees. Most of the income of the Government 
is derived from land. Reduced revenues mean reduction in person¬ 
nel of services and less expenditure on beneficent activities. Reduc¬ 
tion in the purchasing power of the major portion of consumers has 
acted as a brake on industry and trade. For the same reason 
professional incomes have gone down. Retrenchment in services 
and staff, reduction in private offices, mills, factories, eto., have 
reduced avenues of employment not only for educated persons but 
for artisans, both skilled and unskilled. There is no single cause 
of unemployment. The malady is the cumulative result of a number 
of causes. Rut the problem viewed as a whole comes to this : the 
number of potential workers is very much greater than the total 
volume of available employment and the disproportion is increasing 

*• t of the Punjab Unemployment Committee, 1»37.38, p. 9. 
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an alarming pace. If this process is not -chocked betimes, it 
‘will endanger the social and economic structure qf society. Tub 
prospect is one which no Government can afford to trieW With 
equanimity.” 

But, as we Said at the outset, such alarming conclusion may 
sound a little odd just now, because the volume of unemployment 
is not very large yet But when conditions created by the war 
exist no longer, India may really be faced with economic stagnation, 
'unless in the meantime steps have been taken to accelerate economic 
development. Unemployment is a great curse. Apart from 
material waste it involves, it brings about demoralisation. It has 
i>o be avoided, to use the words of Beveridge, for ‘not the Want it 
may bring but hatred and fear which it breeds/ 

14. Full E mp loyment. To try to combat unemployment is a * 
negative policy. We must do something positive. We must build 
up such an economic •system that every able-bodied person is 
guaranteed a job by the State. 

In recent years, a vigorous campaign has been carried on in 
various countries in favour of full employment programme. Con¬ 
tributions by Beveridge, Pigon, Roosevelt and Senator Murray in 
the formulation of such programmes are well known. According 
to Pigou full employment means that all able-bodied people are 
employed, if they desire, to work at the prevailing rate of wages. 
To ensure full employment the State must see that at no time 
is the number of jobs less than the number of the unemployed 
persons. 

Full employment can be maintained in the following ways 

(а) The demand for labour should always be kept ahead of 
the supply of labour. 

(б) The demand for labour should be properly directed ; and 

<c) Both demand and supply of labour should be> so organised 
that changes in the demand for labour synchronise over a not too 
distant period with changes in the supply of it, and vice verm. 
There may still be a fractional unemployment during the period of 
adjustment. - . 

State control will be essential in the economic, sphere to 
provide employment for all. Mobility of labour Will have to be 
controlled through Employment Exchanges ; location of industry 
will have to be controlled so that the available supply of labour can 
be properly distributed. Above all, the total expenditure, both 
public and private, must be kept at such a figure that the demand 
for goods and services is so great that it canj be met only if the 
entire manpower of the community is employed. 

15. It Full Employment Programme Feasible in Indie ? 

India contains one-fifth of the human race within its boundaries.^ 
"To attempt to provide jobs for such large mass of humanity is 
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too Mupendous a task. Some would say it is fantastic and <mljt 
those who have taken leave of their senses can advocate a full e?n^ 
ployment programme for the sub-Continent of India. 

The idea may look fantastic. But it need not be so. If lh&- 
numbers for which we have to find jobs are vast, so are our re* 
sources. We have not yet started making a full use of our resources. 
We have, for example, hardly developed 6 p.c. of our hydro-electric 
resources There is nothing fixed about resources. The more they 
are used, the more they will increase. Improvement in technique 
places increased resources at the disposal of the community. 

During the war there was practically full employment. Why 
cannot we maintain that state of economic activity ? If something 
can be achieved under the stress of war, there is no reason 
why we cannot retain it during peace. We should now think that 
we have to fight another enemy, the four giants ‘Want, Disease, 
Ignorance and .Squalor.” 1 Only let us keep up the fight. The aim 
of this fight is much more commendable. It is the amelioration of 
the down-trodden mass of humanity. Public expenditure, Central 
and Provincial, amounted to Rs. 171 crores in 1938-39, but it rose 
to the giddy height of Rs. 1,198 crores in 1945-46. Who could* 
think of such a phenomenal increase in our public expenditure before 
the war ? The advocates of sound finance would shudder at the 
very idea. The fact is that finance is a mere camp-follower of 
economic and political policies. It has now been demonstrated that 
what is physically possible is financially possible too. Finance has 
been definitely subordinated to the achievement of an economic goal, 
viz., full employment, and which aim could be more laudable ? 

To maintain full employment employing people even on useless 
jobs has been advocated. Sir William Beveridge thinks it is even 
‘better to employ people on digging holes and filling them up again, 
than not to employ them at all, those who are taken into useless 
employment will, by what they earn and spend, give useful employ¬ 
ment to others.' But there is tremendous amount of work that is 
waiting to be accomplished in India in almost every sphere of 
life e.g., public health, education housing, transport, irrigation, 
electrification, modernization of agriculture and industry, etc. Each 
of these can be developed to such an extent as to provide employ¬ 
ment for the requisite number of men. Even the Bombay Plan* 
which visualized the doubling of agricultural production and in¬ 
creasing industrial production five-fold was calculated to absorb* 
millions of idle persons. The framers of the Bombay Plan admitted 
that without providing full employment the establishment of a 
decent standard of living would remain a pious hope. 

Even when a full employment programme is in. operation, 
there may still be a certain amount of unemployment due to sea¬ 
sonal nature of certain industries or fluctuations in demand, or 


1. Beveridge—Pul! Employment in a Free Society, 1944, p. 31, 
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technological changes* or due to some inherent defects in the pro* 
gramme. But these gaps can easily be filled up by properly regulate 
ing the Government public works programme. The Government wilt 
m regulate its own economic activity as to remove the deficiencies of 
the full employment policy* 

It must be admitted that the operation of the full employ¬ 
ment policy will involve extension and strengthening pf economic, 
controls. There will be a stringent regimentation of all economic 
activity. The economic system will have to acquire a higher degreo 
of economic mobility. There shall have to be control over prices* 
regulation of private investment, control over location of industry 
and over labour market, control over foreign trade, control over 
consumption as well as over production. A properly co-ordinated 
and synchronised programme of public expenditure will have to be 
put through. But is there anything inherently impossible in all 
this ? 

True, there are difficulties, and some of them formidable indeed. 
Ours is a poor country and we lack administrative experience 
necessary to push through such schemes. We have hardly taken the 
first steps in social insurance Social security and full employment 
are yet a far cry. We have been thinking so far of giving limited 
benefits (medical and workmen’s compensation, etc) to certain 
groups of workers. Sickness insurance scheme formulated by B. P. 
Adarkar, involving an expenditure of Rs. 2$ crores, covers only 12 
lakhs of workers in three major industries, viz., textile, engineering, 
and minerals. There is no provision of old-age pensions or employ¬ 
ment insurance. Ours is yet only a limited vision. We shall have 
to think of infinitely bigger things. But there is no reason why wo 
cannot do it. Ours is a poor country, some would say, and we can¬ 
not afford such luxuries. But this only means that full employment 
in our case will be established at a lower income level. The pro¬ 
gramme of lull employment is certainly feasible in India. 

16. Some Aspects of Full Employment Programme for 
India. 1 A full employment programme for India must embrace 
almost all important aspects of Indian economic life. It must touch 
international aspects of Indian economy, reconstruction of 
Indian agriculture and industry, co-ordination and expansion of 
transport, regulation of money maiket and foreign trade, reorienta¬ 
tion of public finance, etc. We shall say a word about each of these 
aspects. 

The world to-day has become one economic unit. No country 
can stand apart and isolated. The last Great Depression and the 
Global War have demonstrated the inter-dependence of the various^ 
countries of the world. The economic solidarity and stability of 
the industrialised countries of Europe is closely inter-woven with 
the economic prosperity and stability of the agricultural regions of 

1046 ** * OT * Biu< *7 *«© Ramaswaxny, T. N.—Full Employment in India, 
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Asia, As Sir William Beveridge puts it, “The new signpost points 
clearly to the need for joint action by many nations to bring order 
into the production and marketing of primary commodities/* The 
five economic experts commissioned by the Economic and Social 
Council of the United Nations in their report recommend that the 
-countries of the world must jointly try to evolve a balanced and 
expanding world frade to ensure full employment. The Inter¬ 
national Bank for Reconstruction and Development should arrange 
for a large and stable international investment. The Organisation 
of the I. M. F. should also be utilised for maintaining balanced and 
expanding world trade. 

International movements of capital will be necessary for imple¬ 
mentation of any integrated plan of economic development of an 
economically backward country like India. Capital and oapital 
goods will have to come from abroad. It will be necessary for us 
to establish multilateral economic and financial relations with other 
countries. Structure of our foreign trade will be affected, which in 
its turn must affect internal economy. 

If India is to realize her economic destiny and occupy its due 
place in the comity of world Powers, she must raise an economic 
structure which will not only sustain the employment pressure of its 
growing population but also assist other nations in the realisation 
-of their mil employment aims. “She must integrate the dynamics 
of her future economic evolution with the progress ratios of a world 
which is waking to an urgent utilisation of the global resources, 
natural as well as human.” 

Our agricultural system is characterised by subsistence 
economy. This has to change, if we are to create full employment 
income structures and standards of living. This will necessitate 
heavy inter-occupational movements of labour. This movement has 
to be properly organised, for according to Sir William Beveridge the 
essential feature of full employment policy is “not mobility of 
labour, but organised mobility.” 

At present our ever-increasing population is intensifying the 
pressure of population on land and is constantly threatening even 
the already poor standard of living in the rural areas. There is 
enforced idleness for a number of months in the year among the 
agricultural population Burden of indebtedness is keeping the 
peasant down. These handicaps must be removed. Productivity 
per acre must be considerably enhanced to equalise employment 
pressures. Agricultural production will have to be properly planned. 
In short, there must be a radical reconstruction of our rural 
economy and it must be integrated with urban or industrial 
economy to fit in with the implementation of full employment 
programme to absorb ‘not only the population emerging into 
employable age-groups but also other factors of population. 1 

The present Indian industrial structure suffers from certain 
technical and economic rigidities and is incompetent to sustain the ~ 

—----—* ---—^ r ■- > .X, ^ 

1. Ibid, p. 51. 
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tuM employment jtfogramme. It is not strong enough ‘even to 
stabilise the contemporary rickety labour market in the urban areas*. 
The industrial system of a full employment pattern will have to 
be a co-ordinated part of the general economic development of the 
-country 

The following programme of industrial reconstruction has 
been put forward 1 : (a) more economic localisation of the industrial 
structure ; (6) decentralisation and diversification of industrial units; 
(t) controlled Industrial location calculated to stabilise labour 
markets of the country; ( d ) co-ordination of industrial evolution 
with the general economic evolution in the region ; (e) controlled 
evolution of regional markets for industrial products; (/) manage¬ 
ment of wages fluctuations to maintain full employment standard® 
of living; (g) controlled regulation of inter-regional movement of 
industrial products; (A) controlled evolution of the industrial 
structure with regard to technical progress in the pro- 
cesses of manufacture ; {») regulated reconstruction of, the special 
industries of the region ; ( j) regulation of inter-occupational as well 
as inter-regional mobility of labour ; ik) regulation of investment in 
regional industry ; and {/) regulation of ‘consumption* of industrial 
products by speculators and monopolists. Nothing short of a 
comprehensive programme of reconstruction of Indian industry can 
support a fiill employment programme. The aim of the industrial!* 
sation is not merely to raise the standard of living but also to 
improve the cultural standard of our people. The drive and energy 
of the technical engineer will have to matched by that of the social 
engineer. 

As for our transport system it is haphazard, unplanned and 
inadequate. Such a transport system is a great bar to agricultural 
prosperity, industrial progress and the general economic evolution 
of the country. For the implementation of full employment pro¬ 
gramme, a co-ordinated system of transport is indispensable. The 
transport bottleneck, therefore, will have to be removed, if economic 
iregeneration of the sub-continent has to be brought about. 

A programme of general economic stabilisation must evolve a 
regulated inter-regional movement of goods, an organised inter-v 
regional and inter-occupational mobility of labour and regulated 
production of goods, industrial and agricultural, as well as regulated 
consumption of producer and consumer goods. In all this transport 
system .has to play an important role. 

When the full employment pattern of society has been 
established, the transport system must protect it and prevent it 
from disintegrating. It must prevent abnormal economic fluctu¬ 
ations which might unsettle the economic structure providing full 
employment, from this point of view the following adjustments 


1. Ibid* pp. US-44. 
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will bo neoessary in the transport system 1 : (a) The transport systems 
will have to be decentralised and regionalized with the minimum of 
contact with the transport system which would have to concern, 
itself only with the traffic essential to maintain inter-regional and 
international economic relationships ; (6) the transport; system must' 
be elevated to the pedestal of a public utility service and outlay 
on transport should be in the nature of communal outlay. This* 
principle should cover the road transport too ; (c) effective co¬ 
ordination among different transport systems like railways*, 
automobile and water transport to eliminate any competition among 
them ; ( d ) nationalisation of the transport systems to reduce any 
competition either in routing or in freight, and to maintain an, 
integrated pattern of investment structure to implement full employ¬ 
ment schemes of stabilisation-regional as well as national ; (t) re- 
gionalised regulation of traffic—goods as well as labour—to maintain, 
the requisite pattern of price formation in agriculture and industry 
(/) adequate re-adjustments of ‘expense ratios’ in transport 
services to the exigencies of the reconstituted volume and velocity of 
traffic. 

The transport system must be highly flexible so that it can* 
effectively cope with abnormal traffic arising out of the implementa¬ 
tion of the full emloyment programme. For this purpose reliance 
cannot be had on railways alone. A co-ordinated and elaborate 
system of road transport will be essential. The transport system, in 
short, must form an integral part of the general economic stabilisa¬ 
tion programme. 

A properly regulated money market is also an essential part of 
the full employment programme. A full employment pattern of 
economic structure must eliminate cyclical fluctuations in trade and 
industry. Frequent occurrences of booms and depressions are sure 
to de-stabilis© the new economic system which is calculated to main^ 
tain full employment income structure. Stabilisation of the price 
level is very essential. In the new dispensation, therefore, it will be 
necessary to regulate the deposit-creating capacity of the banking 
institutions and to control the forces influencing the purchasing 
power of the community. 

The Indian money market lacks the necessary flexibility. Its 
various constituents are split up into several water-tight compart¬ 
ments so that they do not constitute one organic whole. It has 
been remarked that “the development of banking in India has 
been ‘atomistic’ rather than ‘organic’,” They are incapable of 
concerted action. 

Certain adjustments will be essential in the structure of the 
Indian money market to fit it in the general.pattern of full employ¬ 
ment economic system. For a big country like India one Central* 
Bank cannot adequately meet the financial needs of the various 
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■regions. A certain amount of decentralisation of central banking, 
-establishment of small independent banking units, regulation of 
franking functions in the country and control of the .foreign 
■exchange operations are some of the necessary adjustments in the 
Indian money market to enable it to sustain the full employment 
■pressure. 

Foreign trade of a country cannot remain unaffected if a 
■country launches a full employment programme. As Sir William 
Beveridge puts it. ‘International trade has fundamentally different 
aspects for a country with full employment.” Reorientation of our 
foreign trade policy will be essential to make our full employment 
policy a success. It has been suggested that India will have to 
go through three phases of adjustments so far as her foreign trade 
is concerned 1 : (a) Bilateralism to secure the maximum advantages 
of international capital movements to finance and implement her 
-enormous programmes of economic development, (6) “bloc multila¬ 
teralism” within the British Commonwealth of Nations to strengthen 
her structure of external economic relations and preserve her in¬ 
ternal programmes of full employment from being contaminated by 
world forces of economic evolution; (c) participation in global 
multilateral trading as an integral unit of an ‘Imperial Sterling Bloc’ 
i;o preserve the stability of her economic system from the depre¬ 
dations of the instabilities of other currency blocs till the world 
effectively implements the evolution of an international currency 
-devoid of the vested economic and financial interests of the Great 
Powers which to-day control the institutions of the United Nations 
-Organisation. The foreign trade must be complementary rather 
-than competitive. 

There are certain factors which impede the implementation of 
the full employment policy in India. The inflationary situation that 
exist to-day is not conducive to such a policy, because deficit 
spending, whioh such a policy involves, will only accentuate inflation. 
The low rate of capital formation is another adverse factor. To 
borrow Keynesian terminology the ‘propensity to invest’ is very 
low. There is a fall in private investment expenditure. But 
full employment policy requires large investment expenditure. The 
absence of data on employment marginal propensity to consume and 
"the multiplier etc. make the launching of the full employment policy 
a bit hazardous, the anti-inflationary policy of the state and the high 
level of indirect taxation are also not calculated to further" full em¬ 
ployment programme. 

It may, however, be emphasised that in a country of low per 
capita income like India, it is more important to improve technical 
efficiency than to have full employment, because by itself fall 
employment cannot increase national income. 

17- Role of the State in full Employment. In the earjy 
'thirties the world witnessed the paradox of poverty in the midst 
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of plenty, a spectacle of over-production on the one hand and 
starving humanity on the other. These chaotic conditions Were, 
created by the maladjustment between production and consumption 
and the divergence between the rate of capital creation 
end the pace of investment. Technological progress seemed to 
have outrun the consumption propensity of the people* “The only 
escape from the sinister spiral of economic 'progress' where techni¬ 
cal progress incessantly creates enormous divergence between in¬ 
vestment opportunity and capital creation and distorts the com-* 
position of consumption propensity of the population leading to the 
mad stampede for resources and markets.lies in a comprehen¬ 

sive co-ordination of all economic forces.” What is needed to the 
“synthesiaation of the dynamics of investment into a co-ordinated 
pattern of economic development to liquidate the 'paradox of plenty* 
and adequately implement the full employment of man-power and 
material resources without jeopardising the main springs of technical, 
advance/' 

Now who can bring about this 'comprehensive co-ordination' 
or syntb esisation ? We can only look to the Government to do it. A 
system of extensive economic controls will have to be built up, a 
system which can be efficiently administered not the lifce of one 
which we have witnessed during the war and post-war years. 
Unplanned and unintegrated economic development has created a 
large volume of undisguised unemployment. When far-reaching 
agrarian reconstruction has to be effected, when evils of unplanned 
industrial evolution have to be eliminated and co-ordinated indust¬ 
rial development to be brought about, when the transport system 
needs overhauling and when trade, internal and external, has to be 
canalised, State regulation becomes inevitable. Full employment 
policy cannot be executed without radical reconstruction of the 
entire economy of the country. Economic administration of 
this order can only be efficiently carried out by the government 
machinery. A suitable State machinery for creating full employ¬ 
ment pattern of economic society will have to be devised and 
perfected* 

It will be necessary to set up self-sufficient economic zones. 
Inter-zonal economic relations of complementary nature will have to 
be fostered. All this would mean enormous structural changes to 
our economic system necessitating corresponding changes in the 
administrative machinery of the government. 

To carry out all-comprehensive economic policy for the Indian 
sub-Continent a Supreme Economic Council of economic experts 
will have to be created. The Supreme Council will have to be 
clothed with executive powers effectively to co-ordinate the various 
economic programmes. It should have the powers of superintend¬ 
ence, direction and control of the economic system. For this 
purpose it should be free to create suitable subordinate instruments, 
of economic policy. To prevent any friction and to convert it into. 
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it suitable spring of the necessary authority* the members of the 
Union Cabinet should have seats on it ex-officio* la that ease it 
will be easy to carry out its decisions promptly* dfbe Supreme 
Council is to be a sort of ‘Brain Trust.* In order to make it am 
embodiment of mature wisdom and experience of various aspects cC 
economic lite in the country, experts, both official and non-official, in 
banking* transport, agriculture, trade and industry must be given 
due place on the council. For each of these branches of economic 
development separate boards may be associated with Supreme 
Connell e.g., Board of Transport, Board of Industry, Board of Price 
Co-ordination, etc* 

The main functions of the Supreme Economic Council should 
be the co-ordination of interregional trade, transport, movements of 
labour, prices, distribution of power resources between the regions, 
etc. For each region or zone there should be set up Zonal or 
Regional Economic Councils on the lines of the Supreme Economic 
Council, having associated with it a separate Board for each branch 
of economic development. The present states may have to be 
split up into smaller and convenient Economic Zones. These zonal 
councils will have the important function to develop the resources of 
the Zone, human and material, to the limit necessary to maintain 
the full employment economic structure and to interweave various 
aspects of economic evolution in the zone as an integrated whole. 

In short, the Government will have to undertake the respon¬ 
sibility of maintaining an economic system in the country which will 
provide full employment. For this purpose it must come forward 
with its own public works programme so that any deficiency of 
private enterprise is made up. in other words, it will be the respon¬ 
sibility of the Government to maintain that level of total outlay 
which ensures jobs for all those who seek them. Only the Govern¬ 
ment can command the resources and exercise the requisite 
authority to translate into practice any full employment programme 
that may be conceived for India. A full employment policy in India 
must aim at ‘preserving a progressive balance between economic 
development and the volume of population to maintain a progressive 
Standard of living' and must protect ‘the economic system from the 
impact of economic instabilities which may originate abroad.' This 
is not an easy task and ail the resources of the Government will have / 
to be mobilised to accomplish it. A complete transformation of 
Central and Provincial budgets may be expected when the 
full employment programme is launched and executed. Thus the 
Government role will be an all*important role in providing and 
UiaiUtaining full employment in India. 

REHABILITATION OF THE DISPLACED PERSONS 

18* The Great Tragedy* Other countries win freedom after 
shedding blood; we shed blood after getting freedom, A tragicu 
drazna, unprecedented in the annals of human race was enacted on 
the Indian soil on the occasion of the birth of Free India* Tker& 
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was anarchy in the Punjab, The knifeman, the bomb-thrower, 
the fire-raiser and the free-booters were abroad, and earned on their 
^nefarious tasks unhampered, Man had gone mad ; the ugliest side 
of human nature manifested itself in all its nakedness. Acts 
•of bestiality were committed on an unheard of scale, and it could 
well be said that these men were so many beasts in human 
form. This was even doing injustice to the beasts. The beasts 
mg infinitely better than such men. Millions of people, who 
had lived for-centuries together as neighbours in peace and who had 
•no personal enmity one with the other, were suddenly uprooted, 
T^ey were driven out of their homes and hearths and they had to 
leave behind all they had. They considered themselves lucky if 
the family came out intact without some of them being butchered 
and the women-folk abducted. They arrived in the country of 
their destination, ‘"in a wretched condition, starving, stripped of all 
they had, nearly all of them mourning the loss of near relatives, a 
veritable human wreckage, pouring in like a torrent and in complete 
^disorder.” 

19* The Stupendous Problem. The ‘march of millions’ in 
these tragic circumstances has created a problem which has never 
faced any government so far in human history. It is so stupendous 
that even the wisest group of statesmen and the most experienced 
and able administrators may well be baffled. “The problems 
created by the transfer of five (million people from Pakistan to 
India 1 ”, says Dr. L. C. Jain, “and of a similar number from India 
to Pakistan under violent pressure and in complete defiance of 
all economic motives are so stupendous, and their ramifications 
so bewildering, that no one can fathom the depth of their 
effect. It is like having to resettle and rehabilitate the whole 
of the present population of Australia suddenly uprooted from 
the soil and deprived of all means of production, in a communally 
tom and economically disrupted country like the India of to-day.” 1 
To the 5,000,000 displaced persons from West Pakistan may be added 
those who came from East Pakistan- Their number is still fluctu¬ 
ating, but upto December 1950, it was put at 3,200,000. 

The refugee problem is two-fold: (1) To find sanctuary for 
the unfortunate and uprooted non-Muslims coming from Pakistan ; 
and (2) to resettle and rehabilitate them in gainful occupations. 
Let us consider these two sides of the problem. 

20. The Relief of the D. P’s. The immediate problem was 
to evacuate safely millions of Hindus and Sikhs stranded in Pakistan 
and surrounded by enemies, as it* were, on all sides and in an 
imminent danger of being looted, butchered and their women 
abducted. The Military Evacuation Organization set up by the 
Government of India did a splendid job in this connection and train* 
loads and truck-loads of human packages were unloaded in various 

1. D. 0. Jairi-Some Thoughts on the Problems of Rehabilitation of 
Displaced Persons from Pakistan. 
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parts of tbo Indian Union especially in East Punjab. At the 
mmo time big foot convoys, sometimes more than one lakh 
strong, trudged along the roads under the scorching heat of 
Indian summer, hungry and tbiisty carrying their babies %nd 
valuables. 

As soon as they Crossed the border and heaved a sigh of 
relief, the problem was to provide them food and shelter. A 
number of transit camps and refugee camps were opened* The 
infant Government of East Punjab was stunned by the suddenness 
with which the refugees came and the immense numbers of 
tjhem, The Government of India oame to their rescue, At 
first there was uncertainty, inaction and helplessness ^all around. 
But gradually the Government recovered a bit from this sodded 
and heavy blow, and the relief organisation began taking shape. 
Well organised refugee camps were established in all province^ 
The total number of the West Pakistan D. P’s. still in camps has 
been estimated at P77 lakhs. * 

The present writers have the first-hand experience of running 
some of these camps. We cannot say that the relief organisation 
was able to do all that could be done or that we were satisfied 
with the management of the camps, far less was the satisfaction 
of the refugees. The bare human needs of the refugees are so 
great that the Government resources in men and money, simply 
cannot satisfy them. In the very nature of things it is impossible. 
If the refugees complained and grumbled, it was only to be expected. 
But on the whole, the refugees showed remarkable patience and for- 
titude. They were\prepared to put up with ail inconveniences. 

The relief administered, considering the circumstances, was 
reasonably satisfactory. Some of the camps were models of sanita¬ 
tion. They were well laid out in the vast open grounds outside 
the cities. Facilities for education, recreation and medical aid were 
provided. Rations including flour, dul, ghee, salt, vegetable®, 
spices and fruit for the sick and the child!en and also oil and 
soap were regularly supplied. Quilts, blankets, great coats, 
jerseys, cotton stuffed bandies, and cloth for shirts, pyjamas, 
turbans, salwar and dupattas were also supplied The Govern* 
ment supplies were supplemented by private charitable institutions 
and organisations. The supplies were inadequate at first. Either 
the things were not ready or machinery for distribution was not 
ready, or there was the transport bottleneck. But after a few 
months the relief machinery was in full swing and the supplies 
of these necessaries poured along. They were distributed on an 
adequate scale. The success and the efficiency of the camps 
can be" judged from the fact that the incidenceof death and 
disease was surprisingly low and much lower than the average 
of the settled populations. Few died of cold and starvation. 

That there are complaints of corruptly, cannot be denied. 
Corruption has become part and parcel of ohr life* So long as 
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the camps were under the management of the Education Depart¬ 
ment, corruption was reduced to the minimum. If public 
spirited persona, endowed with the missionary zeal, were associated * 
with the relief work, perhaps chances of corruption might have 
been minimised. But we cannot help saying that the scale at > 
which rhlief was administered speaks of* the large-heartedness of 
the Government. It seems that they were not all counting the 
cost of bringing solace to the unfortunate victims of a regrettable 
politicaideoision. 

The Government of India spent Rs. 29 crores on the 
refugees up to 30th April, 1949, in the matter of evacuation, 
reception, relief and rehabilitation In the budget for 1949-1950, 
a provision of Rs. 38 crores and 25 lakhs was made for the rehabili¬ 
tation of the refugees. The Provincial Governments, too, have spent 
several crores of rupees in this connection. 

It was decided to stop dol$s to the refugees m camps from 31st 
October, 1949 and the Provincial and State Governments were 
asked to arrange for a systematic dispersal and rehabilitation of the 
displaced persons, 

21. The Rehabilitation Problem To feed the refugees, to 
provide them shelter, clothing, etc., is no solution of the problem, 
ft will unduly stretch the slender resources of the Government and it 
will demoralise the refugees. They will continue nursing the griev¬ 
ances and by narrating their oft-repeated blood-curdling tales of woe 
prevent the wounds from healing The nation will be deprived of 
the contribution that these hardy, intelligent and resourceful 
people can make to our economic life. ‘It is a part ol the grim 
tragedy of refugee problem that such sturdy stalwarts as we often 
come across in East Punjab refugee camps, for the most part skilled 
and enterprising, should find the doors of productive toil barred to 
them at the very inauguration of their country’s liberation, and be 
condemned to an existence in camps, while the world clamours for 
labour and their own country’s resources lie untapped. They sit 
in camps workless, a drain on the slender resources of their new 
bom province (East Punjab), waiting—for what ? One feels they do 
not know ; they just wait. 1 ’ This period of suspense, inaction and 
mental worrj must be put an end to as soon as possible A blitz tempo 
is needed to bring about the final absorption of the refugees in our 
economic life, if a further upheaval and national disaster is to be 
avoided. Human misery is indivisible and unless the refugees are 
quickly rehabilitated, they are bound to spread misery all around. 
“Rehabilitation is not merely re-settlement, it is a fundamental 

E rocess of re-adjustment indicating that reasonable means of living 
sve been found and the refugee is fitting as an organic unit into a 
pew environment. 


1, Eastern Economist, May 21, 1048, p. 930. 



UNEMPLOYMENT AND POLL EMPLOYMENT 188 


Dr, L. C, Jain, who was at one time Economic A$vi#er to the 
Ministry of Relief and Rehabilitation, prepared a <bmprebeiisive 
scheme of resettlement of refugees. If the scheme wore faithfully 
carried out, the problem would have been successfully tackled. If #0- 
habilitation is to be done in a scientific manner, we must, consider 
the number of the people needing rehabilitation and their' character 
as well as the gaps created by the Muslims evacuating to Pakistan. 
According to a census taken by the Ministry of Rehabilitation, the 
number of refugees from West Pakistan is 50 lakhs and that from 
East Pakistan up to December 1&50 was estimated at 32 lakhs. 

The number of Muslims who have left for Pakistan is also 
practically the same. But the two types of people are v^Mly 
different. The non-Muslims migrating to the Indian Union are 
mostly non-cultivating land owners or persons who are engaged in 
trade, industry and professions. The Muslims, on the other hand, t 
were artisans, technicians and labourers. The former had a very high 
standard of living in Pakistan, whereas the Muslims of East Punjab 
and of West Bengal had a low standard of living This makes the 
rehabilitation problem for us rather difficult. The exodus of the 
Muslims has created gap in our economic life which incoming non- 
Muslims cannot fill The exodus of the Muslims disrupted the econo¬ 
mic life of East Punjab and West Bengal and brought industry to a 
standstill. Before, therefore, rehabilitation of the incoming non- 
Muslims could be taken up the damaged economy had to be repaired, 
and get the productive machinery going. 

22. Rehabilitation is an AU India Prob!em The prv>Mem of 
rehabilitation cannot be tackled piecemeal and cannot be tackled as 
an isolated problem concerning the two provinces Bengal and the 
Punjab. It has to be tackled on an all-India basis It is, therefore, 
well that the refugees have been dispersed in all the provinces. 
Roughly 40 lakhs may have to be rehabilitated in East Punjab, 
All provinces and States have offered to resettle a certain number of 
refugees. 

23. Classification of the Refugees —Rural and Urban- For 

purposes of rehabilitation the refugees may be classified as rural and 
urban. The urban population of the Hindus had Sikhs in West 
Pakistan, who have come over to India, has been estimated at 
20 lakhs. The rural population may be put at 30 l&kbS. It has 
been estimated that 27 lakhs of rural D. P’s. have arrived^ in East 
Punjab consisting of 18 lakh agriculturists, 3 lakh non-agriculturists 
belonging to rural areas and 6 lakh belonging to ancillary groups, 
i*e., artisans, etc. 

24* Resources Available for Rehabilitation, For rehabilita¬ 
tion w© require land, shelter and employment. If we compare what 
non-Muslims have left in Pakistan and what Muslims have lift on 
this side, w© shall see at once the inadequacy and meagreness of 
the resources available. The contrast is too glaring. Hindus and 
Sikhs left behind in West Punjab 67 lakh acres as against 45 lakh 
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acres left by the Muslims in Bast Punjab of which li ft lakh acres 
are to be found in Hissar and Gurgaon districts which are known 
for insecurity of crops. Also, the land left by the Muslims is no com* 
parison with the rich canal colonies that our people left in West 
Punjab, - 

The housing accommodation left behind by the Hindus and 
Sikhs is far superior to that left by the Muslims on this side both 
ip quality and quantity. It has been estimated that there is a net 
shortage of 76,000 to 1,00,000 houses on our side. 

As for employment available, the prospects are very gloomy. 
The Hindus and Sikhs that have come out from Pakistan were 
engaged in trade, industry, services and professions and these are 
precisely the occupations not available on this side for they are 
already in the hands of Hindus and Sikhs. The Muslims who have 
gone were mostly artisans and labourers and this is precisely what 
the incoming non-Muslims cannot be. 

25. Rural Rehabilitation. Pox the rehabilitation of rural 
population consisting of agriculturists, petty shopkeepers, 
money-lenders, artisans and menials, it is necessary that the 
agriculturists should be atonce settled, for others depend upon 
them directly or indirectly. The East Punjab Government pre¬ 
pared a comprehensive scheme of land allotment according to 
which all agriculturist refugees, owners, whether cultivating or 
not and tenants are eligible ; the allotment is to;be on a group 
basis from the current kharif and rabi crops of 1948 only ; eafeh 
family to be allotted, within the fi&mework of joint management, 

8 to Tft acres. The group system was adopted to ensure better 
cultivation and to economise bullocks and implements of which 
there was a great scarcity due to the scorched earth policy adopted 
by the outgoing Muslims and the pilfering by the local non-Muslims. 

The scheme did not work well. The non-cultivating owners 
took undue advantage of their influence and got the land allotted 
in different places and in different names but did not stick to 
the land. They were tempted by the standing crops and the offer 
of taccavi loans which they got and misused but neglected 
cultivation, and rabi crop was not sown. It is a pity that even 
when we had an opportunity of writing on a clean slate vested 
interests could not be eliminated ! An inquiry into the working 
of the scheme in six villages showed that for the rabi crop of 
1947-48 only 66% of the total area abandoned by the Muslims was 
sown and 90% of the sowing was done by non-allottees. It is 
said that 40-60% of the allotment favoured non*cultivating owners 
or those who had no concern with the land. There was ‘Robbery, 
Jobbery and Snobbery 

In all 6,24,000 rural families from West Pakistan have been 
allotted land in different States. To help them to settle, financial 


1. Eastern Economist—May 28, 1948, p, 971. 
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assistance has been given them for* the purchase of bullocks, Smote* 
meats for, building or repairing houses, for sinking wells, etc* Opto 
the end of September 1950 the total disbursement in tins connection 
amounted to Rs. 5,00,00,000. There are still 15,000 families who 
have yet to be allotted land. Of these land has been founed for 
10,000 families, and land has yet to be found for 5,000 families. 

The non-cultivating land-owners should not have been settled 
on land. They are just a burden and unnecessarily add to the 
pressure on the soil. They should be fixed up in other occupations 
and they may be compensated otherwise for the loss of land. 
Excluding them, only 20 lakh persons (4 lakh families) have to be 
settled on land. As only 34 5 lakh acres of land left by Muslims 
are cultivable out of the total 45 lakh acres, each family can get on 
an average of 8$ acres. 

As the available acreage is not enough, we shall have to develop 
our land resources through reclamation schemes, irrigation projects, 
etc. In India there are 83*5 million acres of wasteland. East 
Punjab has 2*5 million acres of which 9 lakh acres can be definitely 
reclaimed. This would considerably add to the area available for 
cultivation. Irrigation works like tanks and tube wells and major 
projects like Bhakra Dam, Nangal and Damodar Valley projects, 
etc., will not only provide extra food, make even the smaller area 
allotted to refugee yield more, but would incidentally provide con¬ 
siderable volume of employment. Every effort should, therefore, be 
made to modernise agriculture and add to the productivity^ of the soil 
by laying out fruit gardens, using chemical manures, better seeds and 
better implements. 

Land claims in East Punjab have been verified from the records 
received from West Punjab. It was decided to apply a graded cut 
and proceed with permanent allotment of land. 

26. Urban Rehabilitation. Of 11 lakh non-Muslim evacuees 
from Pakistan, one lakh are estimated to have been engaged in 
large scale industry and ten lakhs in cottage and small industries, 
trade, services and professions. The expansion of small-scale 
industry ofifeis a great scope in view of the need of large-scale 
employment, shortage of consumer’s goods, limited means of the 
refugees and the ease with which small industries can be established. 
Every effort should be made to transplant the cottage industries of 
West Punjab in East Punjab. There were several well-known small 
industries in Sind, e.g., lungis of Thatla, khes of Nasarpur, woollen 
carpets of Gadro, lacquer and embroidery works of Halla. These 
artisans should be assisted to reassemble in East Punjab and they 
should be put on their legs by granting necessary financial and other 
assistance. 

Among the industries most suitable for expansion and setting 
up may be mentioned hand spinning and weaving, hosiery, dyeing 
and v calico printing, carpet making, fruit gardening and fruit 
preservation, dairy farming, poultry, bee-keeping, oil pressing, soap 
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shaking, sports goods, toys, wood-work and furniture, surgical in¬ 
struments, bicycle industry, leather tanning, paper making, etc* 
When developed they may well be considered to have the capacity 
of absorbing 8 lakh persons* The refugees may be given a brief 
intensive training and the industries may be started on a co-opera¬ 
tive basis. Training centres have already been started for the 
purpose. 

The large and medium scale industries can be developed in 
East Punjab in these directions : one or two spinning mills, a woollen 
mill at Fazilka, a clothing factory to meet requirements of railway, 
police and military departments, food processing factories, motor re¬ 
pairing and coach building industry at Jullundur, Kalka and Ambala, 
ordnance factory in the U. P. Hydraulic engineering at Ambala, 
and Jullundur, button making industry, match factory at Pathankot 
or Gurdaspur, turpentine factories, several printing presses, besides 
East Punjab Government Printing Press, saw mills, timber works, 
tile and brick factories, pottery works for making sanitary wares, 
drain pipes, crockery, refractory materials, insulators, etc. But 
such a large scale industrial development is possible only through 
active Government assistance. Industrial Development Board may 
be set up for the purpose and also National Rehabilitation Finance 
Corporation to grant loans. The Provincial Small Industries 
Corporation* may be created to stimulate and assist the development 
of small industries. The Government of India has established a 
Ra. 10 crore Rehabilitation Finance Administration. LoanB are 
being granted to industrialists. Several industrial towns are being 
developed in East Punjab, 

Rehabilitation of the petty trader is rather difficult. He needs 
two things, business premises and residential accommodation in a 
city. Both these things are notoriously scarce. The towns are a 
few in number in East Punjab and they are already overcrowded. 
They also need loans which can be easily granted. If they get a 
shop and a house to live in, they will rehabilitate themselves. 
Already they are doing it. The improvised stalls at the road-sides 
and footpaths in the bazars of East Punjab, Western U. P. and 
Delhi bear ample testimony to the enterprise and resourcefulness 
oftheBe refugees. The East Punjab Government has a plan of 
creating 12 satellite townships at a cost of 2£ crores. According to 
information available at present (December 1950} 14,70,000 dis¬ 
placed urban people live in evacuee houses, 3,30,000 in new houses 
apd tenements constructed for them, and 2,50,000 in military 
barracks. Thus f0,50,0(0 have been provided roofed accommoda¬ 
tion. Besides 24,000 plots have been developed and allotted to 
D. P.’s where they can build houses for themselves. This would 
accommodate 1,25,000. Accommodation for another 77,000 is under 
construction. Thus practically all genuine urban D.P fl will b© 
Iccommodated. To the petty shopkeepers and traders 54,000 shops 
have been allotted of which 26,000 shops were newly constructed for 
them by the Government. In order to help them to start business. 
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financial assistance to the tune of Rs. 11,90,00,000 was provided by 
the State. Besides the Government has spent Rs. 1,50,00,000 on 
education of displaced students. About 40,000 men, women and 
children who are, either old, infirm or unattached are being main* 
tained at State expense. 

To those old persons and minors who lived in Pakistan on 
income from their property, the State Governments are giving 
a monthly maintenance allowance aggregating to Rs, 2,10,000. 

These few facts are evidence of the earnest effort that the 
Union Government and the State Governments in the Indian Union 
have made to tackle the refugee problem. In the very nature of 
things it is impossible to restore to the displaced persons their 
former social status and standard of living, but it cannot be denied 
that some tangible steps have been taken to make them stand on 
their legs once again. 

Suggestions for Further Reading 

1. Report of Agriculture Commission, 1928 (for Agricultural 
Unemployment). 

2 Report of Labour Commission 1932 (for Industrial Unem¬ 
ployment). 

3. Report of the U. P. (Sapru) Unemployment Committee, 
1935. 

4. Reports of the Punjab Unemployment Committees of 1928 
and 1937. 

5. Ramaswamy, T. N.— Full Employment tor India. 

6. N. Das—Unemployment and Full Employment in India. 

7. Beveridge—Full Employment in a Free Society. 



CHAPTER XXXVIII 

THE ECONOMIC EFFECTS OF PARTITION 

1. Introduction. India was partitioned into two Dominions 
in August 1947. Three years have passed since then. It in, there¬ 
fore, possible to study the economic consequences of partition to a 
certain extent. Absolute accuracy cannot be claimed for the 
figures given, because even M "pre-partitioned India most ^ statistics 
were faulty wEflb others were wholly absent. Things are improving 
ErTfEe Indian Republic in this respect now, but complete statistical 
data are not yet being published Besides the tea ring apart of one 
c omplete organism into twojiqshad qn3 

tng wnsequencefijh^ them w%th a ccuracy at this^ 

st ager Kpecidltp a correct estimate of Indo-PaTdstan trade is impossible 
due to political tension between the two countries Pakistan has been 
nursing various grudges against India and is trying to propagate 
Fan-Iel&mism. This has resulted in hinderaneee m the way of 
normal trade relations Through a sense of injured pride and other 
reasons she did not devalue her currency in September, 1949, when 
all Commonwealth countries, including India, devalued. This re* 
suited m a total deadlock of trade between India and Pakistan, 
hence it is not possible to judge correctly the impact of partition in 
different directions. 

Generally speaking partition has had very deletrious effects on 
the economy of India. India is now a deficit country so far as food 
is concerned and had to import no less than 24*8 lakh tons in 
1947-48^ 27*7 lakh tons in 1948 49 and 28*4 lakh tons in 1949*50 at 
thecost of Its. 102 crores, Rs. J20 crores and Rs. 10^ crores res¬ 
pectively 1 and in spite of intensive efforts to produce food grams 
fficfigenousfy will have to go on importing them till 1952 when our 
long-term river and other projects take effect and make it possible 
for India to be self-sufficient m food This is only a part of tie 
sorry tale. A much worse feature is that raw cotton 2 and jute, which 
were two very profitable erports of India , have now to be imported 
from Pakistan and elsewhere Thus Indis is running a big deficit in 
her trade relations with not only Pakistan but also with the rest of 
the world, so much so that there was a m in us balance of Rs. 100 
crores in 1948 and Rs. 159 crores m 1949 in India’s foreign trade. 4 

The dispute between the two Dominions over Kashmir has also 
an economic genesis, even though it has taken a political shape. 
Roth the Dominions are spending large sums of money on expand¬ 
ing their armies and establishing ordnance factories and arsenals. 
The ‘police action’ in Hyderabad and the war in Kashmir have 

1. Fipures supplied by the Ministry of Food. 

2. Reserve Bank of Tndui quoted by Statistical Abstract. 
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accentuated inflationary conditions in India. These and other allied { 
activities are in direct contrast to the schemes formulated in the | 
united India at the time when the war ended. Instead of being I 
aWe to economise m have had to spend wastefully to defend our political \ 
and economic interests , which has made it difficult for India either | 
to reduce taxation or to balance budgets* The partition has thus had 1 
very unwholesome effects on Indian economy which will be cured f 
after a lapse of some years. * - 

Let us now study the effects of partition on various aspects of 
economic life in detail. 

2. Population. The total population of Tndia according to 
the Census of 1941 was 389 million. Since then there have un* 
doubtedly been major changes in the set up of the population but all 
such changes have to be ignored till a new census takes place in 
1951. On the basis of 1941 figures the following table indicates the 
population in the two dominions, 1 


Population and Area . 





1947 




1949 


Country. 

Populft. 


Area 

— 

' —*- — 

Popula¬ 
tion in 
lakhs. 

. —. — 

Density 


tion m 
lakhs. 

% 

000 sq. ! 
miles. 

_ i 

% 

Density. 

% 

per sq. 
mile. 

United India 

38,90 

100 

: 

15,81 

100 

247 

4170 

too 

264 

Indian Re- 
public 

1 : 

1 31,90 

i 

j 

82 

i 

12,21 

77 

261 

3370 

81 

276 

Provinces 

23,00 

59 

6 33 

40 

303 

2430 

58 

384 

States 

8,90 

23 

6,88 1 

1 

37 

151 

940 

21 

160 

Pakistan 

7,00 

18 

1 

3,61 

23 

194 , 

800 

19 2 

222 

Province* 

6,60 

17 

2,33 j 

U 

283 

750 

18 

322 

States 

40 

1 

1,28 j 

8 

31 

50 

12 

39 


- , £LJ s c ^ ear that Indian Union has 81 % of the entire population 
^J*™ 1 *?* anc * 77% of* t be area including "Kashmir, T^be 
density of population in Eastern Pakistan is very high* being 774 
as a gainst 193 in Western Pakistan and nearly 60% of the total 
population of Pakistan lives in East Bengal, Thus the pressure of 

1. Since the Kashmir problem i& still hanging fire before the U.N., the 
data about Kashmir is given separately. 
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population to Eastern Pakistan is very much greater than to 
Western Pakistan. 

The Pakistan States have a population of 50 lakhs only with 
a total area of 1,28,000 sq. miles and include very thinly populated 
area like Baluchistan which has a density of 4 persons per sq. mile. 
On the other hand, the States to India cover about 40% of the area 
and 23% of the total population. The number of States in the 
Indian Union ran into 550 (at the time of the partition) but they 
have Btoce been reduced into less than 30 groups by the following 
three methods: 

(a) Merging with the neighbouring provinces like the States 
near Bombay, Orissa, etc. 

(5) Uniting together to form bigger units, like Saurashtra, 
Himachal Pradesh, Rajasthan, Madhya Bharat, Patiala 
and East Punjab States Union (Pepsu), etc. 

( c ) Bigger States like Mysore, Kashmir, Hyderabad, etc., being 
allowed to stand by themselves. 

The accession of Kashmir to India has not been agreed to by 
the Pakistan Government and the matter has gone up before the 
U. N. who sent a number of commissions to help in the holding of a 
plebiscite after the raiders have withdrawn and refugees rehabilitated 
to fmd out whether the people of Kashmir would like to accede to 
India or Pakistan. 

Urban and Rural Population . According to 1941 census, out 
of 39 crores of total population nearly 34 crores lived in rural areas, 
giving a percentage of 87*2. The relevant figures about the Indian 
Republic and Pakistan to-day are given below : - 


Urban and Rural Population in lakhs. 


** 

Urban. 

% 

Rural. 

% 

:— . 

Totul. 

% 

India undivided 

4,98 

12*8 

S3,92 

87 2 

38,ao 

m 

Indian R^pubhr*. 

4,41 

13*8 

| 27,48 

86-2 

31,80 

100 

Pakistan. 


8*6 

6,44 

914 

701 ' 

too 


(t is seen that while 86% people live in rural areas in India, 
as many as 92% do so in Pakistan. 

Distribution according to Communities. Tt was expected that 
the partition of the country would solve the difficult problem of 
communal claims, but it has been seen that the problem still remains 
unsolved. In the Punjab, due to communal disturbances, a com¬ 
plete migration of non-Muslims into India took place, while the 
Muslims wept over from East Punjab to West Pakistan en masse* 
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Approximately one erore people were thus affected, about 50 lakh* 
having come over to the Indian Union in place of more than 50 lakh# 
gone over. This leaves about a crore and a half n<m*Muslims In Rest 
Pakistan and over three crores of Muslims in Tndi^ It has been 
decided that India will be a secular State. Hence a fair number of 
Muslims who had gone over to Pakistan are coming back. Con¬ 
sequently, the figures given below are only tentative and final 
figures will be known only at the time of the next census when this 
cross-migration movement is perhaps complete. 

Population Community-wise in India & Pakistan 
(In Crores.} 


1041 | 1048 



India 

% 

! 

Pakistan 

1 

1 % 

India 

1 

i % . 

1 i 

Pakistan 

1 

% 

Non-Mug} i ms ... 

27e J 

866 

19 

27 

292 

1 

87 % 

1 

21 1 

97 

Muslims 

43 

13-6 

51 

73 

: 

46 

13% 

57 | 

n 

Total ;— 

l 

810 j 

100 

70 

100 

337 

100 

" 1 

78 

m 


1, Source C. N. Vakil. 

3 Agriculture. In 1938-39 India had a total area of 6,63 
million acres, out of which 3,38 million acres were cultivated. The 
per oapita sown area in the Indian Union is *75 acres, and Pakistan 
*64 acres Western Pakistan is better off in this respect having *85 
acres for every person while Eastern Pakistan has only *42. Fifteen 
per cent of the total area of the Indian Union is under forests, while 
in Pakistan it is only 5%. Western Pakistan, however, has at its 
disposal more culturable waste which can be cultivated when 
irrigated. At the present moment most of the important irrigation 
works exist in West Punjab and Sind. Consequently, Pakista n hai 
43%„of its total area under irrigation, while the IndianUmon has 
only 20% enjoying this benefit. The following table gives the 
fiecessary facts 


Area cultivated and Irrigated in 1945*46 (In million acres). 



Total 

Area 

Cultiva. 

ted 

Area 

i Net 

1 sown 
! Area 

Current 

fallows 

Area sown, Nei 
more 1 han irrigated % 
once | Area 

Forests. 

Undivided India 

687 

360 

287 

S3 

i 

1 44 } 

67 

! 

19 

87 

Indian Dominion 

656 

296 

1 

j 241 

r> 4 

34 1 

47 

16 

82 

Pakistan 

106 

65 

46 

0 

10 | 

1 

10 j 

« 

6 


~TT Source— 0. N. Vakil. Economic Consequences of the Partition — p, I5B, 
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The figures for the area under food and non-food crops are 
given below ; 

Area under Food and Non-food crops. 

(In million acres) 



1. Agricultural situation in India. 

2. Vakil. Op. cit. P. 160. 

Western Pakistan has a surplus of about 6*25 lakh tons of 
wheat. On the whole she is self-sufficient in the supply of food, 
but there is a large deficit of rice in East Bengal (7,65,000 tons in 
1044-45), which cannot be made good by the small surplus of nee 
in Western Pakistan. Either this quantity will have to be imported 
from abroad or the Bengalees will have to take to wheat from West 
Punjab and Sind. Pakistan grows only 25,000 tons of sugar and has 
thus a large deficit to make good. 

The Indian Union has a very large deficit in food grains 
amounting to 3 to 5 million tons every year. This deficit has to be 
provided for by imports from abroad, for which huge sums of money 
have to be found. Solid steps are being taken immediately to re¬ 
lieve the deficiency by 1952. Chemical manures and irrigation 
facilities are urgent problems. The Government of India is encourag¬ 
ing irrigation schemes of the type of T.V.A. (in U.S.A) in s 
country. India produces about 12 lakh tons of sugar per year. 

Non Food Crops. Cotton The area under cotton in undivided 
India in 1946-47 was 14*7 million acres, and the yield 3**5 million 
bales of 392 lbs each After the partition the position was as 


loilows 


Area in million acres. 


field in (lakhs) of bat es* 


1947 

India 11*7 

Pakistan 3*0 


1948 

10*7 

2*8 


1949 

9 60 

1947 

1 __ 

11 3 

11-8 

22 

2*8 

N.A. 

11 


1948 

22 

10 


1949 1950 

17 7 21*7 

12 N.A. 
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The yield per acre is greater m Pakistan than in India, 
because Punjab and Sind varieties are canal-irrigated. Besides 
West Punjab and Sind grow long-staple cotton, India needs this 
long-staple variety for her own mills. Out of a total of over one 
million bales of long-staple cotton grown in Pakistan India requires 
about 8 lakhs of bales, but due to various reasons already referred 
to in the beginning of this Chapter India has not been able to get 
the required quantity of cotton from Pakistan. Due to the urgent 
need to import food and raw-materials like cotton from abroad 
India's foreign trade has had very deficits during the last few years. 
Hence besides other commodities India is trying to increase the 
production of cptton herself. The figures for cotton are given in the 
table above. We see that from 18 lakh bales production in India 
has gone upto 22 lakh bales: This official estimate is supposed to 
be 10 to 15% short of trade estimates which are believed to be more 
correct. 

Undivided Bengal used to produce 85% of the 8 million bales 
of jute produced in United India. Out of this the share of East 
Bengal comes to about 73 %* The Indian mills largely use Pakistan 
jute which is of a better quality, but she has not been able to get 
the required quantity of jute-from Pakistan. Indian mill requirments # 
are supposed to be 60 lakh bales, Non-mill requirements 1*5 lakh * 
bales and export requirements are 9 lakh bales i.e., a total of over 70* 
lakh bales, but India has been depending on Pakistan for 45 to 60 
lakh bales of superior quality jute grown in East Bengal, This Is due 
to two reasons ; — 

(I) Pakistan is averse to export raw-materials specially 
jute and cotton to India and is trying to find new markets 
for them. 


(2) The price of Pakistan jute has gone up very high in terms 
of Indian currency due to Non-devaluation of the Pakistan rupee, 
when the Indian rupee has been devalued. (Pakistan Has fixed the, 
rate at rupee 100 Pakistani equal to rupee 140 Indian). Consequently 
India has been steadily trying to increase her production of jut©. 
Accordingly this production has gone up from 17 lakh bales in 19*7 
to 31 lakh bales in 1949 with hopes of still greater increase estimated 
at over 40 lakh bales in 1950. This is evident from the table 
below 




Acres in lakhs 

Yield in lakhs of bales,. 


1947 

1948 

* 1949 

1950 


1948 

1949 


India 

7 

8'3 

12 

I 

... 

17 

i 2] 

31 

: .. 

Pakistan 

21 

19 

1 

i 1« 

i .. 

125 

68 

55 

33 

43-6 
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The Indian Union is in a strong position as regards oilseeds* 
having no less than 74% of the total oil-seeds area while 18% is in 
the States and only 8% in Pakistan* India produces more than 3 
million tons of groundnuts, while ground-nut production in Pakistan 
is negligible* The figures for oilseeds are as below. 


Area and yield of Oilseed*. 


India 

Pakistan 


Area 000 
acres 

1. 

Yield 000 
tons 

2. 

Area 

000 acres 

3. 

Yield 
(000 tons) 

4, 

1947 

23 

62 

1-6 

•4 

1948 

24 

5 3 

1-6 

•4 

1949 

24 

4-6 

1-6 

•4 

1950 

24 

51 

1-5 

•4 


Oil-seeds include ground-nuts, sesamum, rope, mustard, linseed 
and castor. Pakistan produces no ground-nuts and castor seeds, 
liven in other seeds the share of Pakistan is not large. East Bengal 
imports large quantities of mustard oil for frying purposes from 
India Pakistan produces 1$ lakh tons of tobacco, wnile India pro¬ 
duces almost double the quantity 

Coffee is wholly grown in the Indian Union, about 16,000 tons 
annually. As regards tea, out of a total of 465 million lbs per year, 
India produces 405 million lbs and Pakistan 60 million lbs. 75 p.c. 
of Indian tea is exported. 

Pakistan is better off with regard to cows and buffaloes. The 
production of milk per animal in Sind and Punjab is higher than m 
other parts of India, Pakistan has thus more milk per capita than 
India. She has also about 18% of the raw hides. 


I 
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4* Mineral*. 

The following table gives a clear picture of the mineral re* 
sources of India and Pakistan :— 


Name of Mineral. 

Indian Union 

Pakistan. 

Total Coal Reserves (in million tons) 

60,000 

300 

Workable Reserves ( nillion tons) ... 

16,476 

166 

Iron (in lakh tons) 

23 

... 

Copper (in lakh tons) 

33 

... 

Manganese (in lakh tons) 

46 

... 

Total Bauxite Reserves (million 



tons) ... 

260 

... 

High grade bauxite Reserves (million 



tons) ... 

35 

... 

Petroleum (million gallons) 

66 

33 

Mica (cwts.) (1948) 

151,602 

• •• 

Chromite (thousand tons) 

34-7 

20-5 

Gypsum „ 

50 

39 


It is seen that except for a small quantity of petroleum and a 
few pits of coal Pakistan does not produce any important mineral. 
There are many other minerals hke Barytes, Magnesite, Monezite, 
diamonds, gold and silver, of which Pakistan has nothing. She has, 
however, a good deal of chromite and gypsum. She also has a 
monopoly of rock-salt (Khewra Mines) and antimony (Chitral). 

The production of petroleum m India is not enough to satisfy 
her needs. She has to import large quantities of it from Iraq, 

Both dominions have vast potential resources in hydro- 
electricity For the time being, India produces most of the electric 
power. Madras, the U. P , Mysore and Bombay have advanced 
greatly in electrification. The Mandi Scheme at Jogendranagar will 
stop supplying power to West Punjab some day and this will be 
diverted towards East Punjab. The Nangal project and Bhakra 
Dam will supply lakhs of kiliowats of current to East Punjab in 
about 6 years* time. 

It may be concluded that at the present moment India is in a 
very much better position as compared to Pakistan in minerals. 
Surveys in the future may show that Pakistan possesses a 
number of minerals, but they will take a long time to be exploited. 
Pakistan shall, therefore, have to import important minerals like 
iron, manganese ore, copper and mica either from the Indian Union 
or from outside. 

8. Industry. No other aspect of i he partition of the country 
perhaps demonstrates so effectively that the partition was a major 
surgical operation on a living organism as Indian industry. Accom¬ 
panied as it has been by the mass migration of the population, it 
has brought about a divorce between labour and capital. This has 
S|>ecially happened in the Punjab, Sind and the N. W. 1\ P. where 
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there has been a complete evacuation of the minorities. The arti¬ 
sans and skilled workers, who were mostly Muslims, have left Bast 
Punjab leaving behind factories with little suitable labour to work 
them. The Hindu capitalists have pulled themselves out of Western 
Pakistan leaving behind their factories closed, with little managerial ( 
skill and with no capital to oil the wheels of industry. There the 
workers are without employment and the factories lack labour here. 

As for the raw-materials, the bulk of the cotton mills are in 
the Indian Union, whereas the bulk of the cotton is grown in Pakis¬ 
tan. Also, all the jute mills are located in the Indian Union, where¬ 
as jute is mostly grown in Eastern Pakistan, In the absence of 
a suitable agreement, and what is more important without its whole¬ 
hearted implementation, the raw materials will lose their markets 
and the mills toill suffer from the lack of the raw materials. At any 
rate, as the mills and the materials are to bo Found in two independ¬ 
ent separate States, there is bound to be friction and the industry 
cannot escape damage. 

The following table shows the location of various industries in 
India and Pakistan. __ 


Industries 

India 

* 

Pakistan 

Cotton Mills 


3 V 0 

14 

Jot© Mills 

... 

111 

„ 

Woolen Mills 


17 

... 

Silk Factories 


274 

« 

Chemical Factoiica 

<*• 

75 

3 

Sugar Mills 

... 

J 05 

9 

Iron and Steel Mills 


36 


Cement factories 


19 

5 

Paper Mills 


16 

... 

Glass factories 

4., 

140 

3 

Match factories j 

lift 

36 

8 


It is clear that Pakistan has very few cotton mills. Pakistani 
share of glass factories was less than 6%, of cement factories about 
12% and of sugar mills about 8%. She has no iron and steel works, 
no paper mills and no jute mills at all. Industrially, therefore, 
Pakistan is very much ill-equipped. But we should not jump to 
the conclusion that what is Pakistan's loss is India's gain. If they 
are ill-equipped, it does not follow that we are correspondingly well- 
equipped. As it has already been pointed out, industrial structure 
has been weakened, because our raw-materials lie in Pakistan and 
quite a substantial percentage of our mill hands and technicians 
have gone over to Pakistan. 

Prof. Vakii has arrived at the following conclusions as regards 
the relative position of India and Pakistan in the matter of 
industries 2 :— 

1. 0. N. Vakil—Economio ^Consequences of Partition, 1948, p. S& 

% 0. N. Vakil—Economic Consequences of Partition, 1948, p. 36. 






(1) Pakistan's relative share in the industrial employment of 
^undivided India is less than its share in the population of the 
•country as a whole. India’s share of the industrial establishments 
; is 86%, and of persons employed in industries more than 06% are 

to be found in India ; 

< 

(2) that the development of its (Pakistan’s) industries is not 
ms diverse as in the ease of Indiafi Union ; 

(3) that it lacks many of the major industries ; and 

(4) that even those industries which it has are of a smaller 

^afee as compared to that of industries in the Indian Union. * 

Let us consider the position of the two countries in major 
industries. As for cotton textiles, India is in a position to export 
some cloth, In 1948-49 she exported 341 million yards. But 
Pakistan's production falls short of her requirements by about 6000 
million yards. 

Pakistan is, however, favourably placed as regards raw cotton. 
India will have to depend on Pakistan and other cotton-growing 
countries especially for long-staple cotton. Having less than 5% 
of the total number of cotton mills of undivided India Pakistan 
produces 40% of the total output of cotton of undivided India. 
In 1949-60, output in India was 23 lakh bales and in Pakistan 
12 lakhs bales. India needs about 10 lakh bales of cotton from 
Pakistan to make her mills work to full capacity. 

As lor the jute industry nearly three-fourths of raw jute is 
grown in East Bengal (Pakistan). But all the jute mills are in 
West Bengal (Indian Union). The Eastern Pakistan grows jute 
which is far superior to that grown in the Indian Union and it is 
especially suitable for thep roduction of hessian. The Indian jute 
mills depend tor jute on Pakistan areas to the extent of 70% of 
their requirements. Pakistan has in India her most profitable 
market for the disposal of its raw jute. 

As regards the cement industry, India in 1948 produced 16‘5 
lakh tons and Pakistan 3*3 lakh tons to the total production. Of 
the two essential materials coal and gunny bap Pakistan is alto¬ 
gether devoid and unless the Indian Union helps, Pakistan cement 
factories cannot work to their full capacity* 4 

Sugar is another essential commodity for which Pakistan * will 
liave to depend on India. Production of Sugar in Pakistan is not 
commensurate with her area under sugarcane, the number of facto 
vies being very small there. 

* 

The iron and steel industry is entirely located in the Indian 
Union. None of the steel works or pig iron works are to be found 
in Pakistan. Pakistan is thus utterly devoid of an important basic 
industry. 
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Efftet of Partition m Pnojab ami Bengal Industry. 

The provisoes of Bengal and the Punjab hove been particu¬ 
larly hit hard by the partition. Of these the Punjab hale been hit 
the hardest. It had to bear the brunt. History furnishes m ex¬ 
ample of such uprooting of the millions involving ssoh alarge loss 
of the property as well as that of millions of valuables and dear 
lives. The sufferings of the Punjabis, in mental anguish and in 
physical privations, are known only to themselves. The Sindhis 
too have passed through the same agonising experience. The- 
Bengalis have been wiser. There has been large scale migration 
of peoples there too ; but it has not been accompanied by arson, 
loot and butchery which the Punjabis have witnessed. 

In these circumstances, it can only be expected that the in¬ 
dustry in the Punjab, Sindh and the N. W. F. P. should lie prostrate 
For about a year the factories lay sealed and the factory handa 
were without jobs. Factories in many places were consigned to fire 
and machines damaged. Such regrettable acts of vandalism took 
place on a very large scale. The industrial structure built with 
foresight and care was demolished with a devilish glee. Only mad 
men could act in this manner. Little did these misguided masses 
realise that they were harming only themselves. 

The Punjab was already not a highly industrialised province. 
It had vast industrial potentialities but they bad got to be exploited. 
The partition had split up this infant industrial structure. The 
following is the distribution of industries in the two Punjabs 1 


Industries 

Punjab (P) 

Punjab (/j 

Cotton spinning and weaving 

6 

10 

Heavy Engineering 

25 

14 

Chemicals 

6 

3 

Ordnance factories and workshops... 

6 

l 

Match factories 

3 

— 

Sugar mills 

2 

3 

Oil mills 

9 

2 

Woollen mills 

1 

9 * 

Flour mills 

12 

8 

Tanneries 

2 

1 

Printing Presses and Book binding* 
Establishments 

35 

8 

Paper mills 

— 

I 


West Punjab (Pakistan) has got the advantage of getting Lahore 
on its side. This titled the balance of some industries in their 
favour. They have more of heavy engineering industries, chemi¬ 
cals, ordnance workshops, oil mills, flour mills, printing presses and 
book-binding establishments. Bnt Punjab (I) has the advantage 
in cotton spinning and weaving, sugar and woollen mills. 

i. Eastern Economist Pamphlet Ho. 5. Basic faota relating to India and 
Pakistan. 
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Solar Re Bengal is concerned the distribution is as under :— 

X. Benzol #. Bengal 


Leather shorn and tanneries 

*#* 


9 

Dockyard, ship-building and engineering 1 

3 

Bricks and tiles 

... 

— 

1 

Ordnance factories 

*** 

—* 

3 

Engineering workshops 

• *w 

13 

203 

Oil mills 

• * » 

3 

28 

Chemical factories 

... 

— 

25 

Cotton spinning and weaving cilia 

8* 

31 

Sugar mills 

* * * 

12 

1 

Woollen mills 


1 

— 

Jute mills 

o* 

— 

99 


The W. Bengal has an advantage of Calcutta, a big industrial 
centre. The E. Bengal is industrially very backward. It has no 
tanneries, jute mills, ordnance factories and chemical factories. 
Its only advantage is in sugar mills, whereas the West Bengal has 
an advantage all along the line. 

6. Trade between India and Pakistan. The complexion of 
India's foreign trade during the War years changed a great deal. 
From being a debtor country she emerged as a creditor country and 
did not need a favourable balance of trade, which she urgently 
needed in free war years. But due to (1) a deficit in food-grains, 
(2) an urgent need for capital goods and (3) an unsatisfied hunger for 
consumer goods, India’s trade had not yet assumed & normal shape, 
when by a stroke of the pen in September 1947, suddenly what was 
a single country was split into two and what was internal trade for 
her was transformed into foreign trade. Before the partition needs 
of one part of the country were met by a movement of goods from 
others. Thus we see that the economies of India and Pakistan, 
which were originally one, are still closely inter-dependent due to 
reasons of geography and long standing traditions and mutual 
requirements. Undivided India’s internal trade was enormous, 
being approximately 15 times the external trade and even this is 
mere guess work as reliable data pertaining to the internal trade of 
the country are not available. The selection of a normal year, 
therefore, to get a correct perspective of the trade relations of the 
Indian Republic with foreign countries including Pakistan is not an 
easy task. 

Another reason why we cannot yet get a correct estimate of 
the trade relations between India and Pakistan is that the political 
relations have not become dear. The bitterness which one might 
have expected to die-down in course of time as instead talma deep 
route and recently buret out in communal out-breaks in Pakistan 
(India being a secular country), Exodus of refugees, dishonouring @f 
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agreetatats, violent propaganda and so forth. Thus there Is a peat 
deal of tention and although it is neither politic not deriraWe, a 
rupture may still come in spite of the passage of time, ever an 
Important issue like Kashmir or a comparatively less important one 
like the supply of canal waters in the two Punjabs. Tariffs are 
still in the making, and discussions and conferences are going on 
while decisions arrived at are not implemented. Consequently the 
estimates and trends of trade in the future between Pakistan and 
India are tentative and should be treated as such. 

The year 1948*49 (April to March) is perhaps the most repre¬ 
sentative period for this estimate, as 1947-48 is not free from im¬ 
mediate disastrous effects of the partition and the trade relations in 
1949-50 were abnormal due to the deadlock brought about by the 
devaluation controversy. The table on page 661-2 computed 
from the Abstract of Statistics published by the Indian Government 
shows us that there was a minus balance of Rs. 32,67 lakhs against 
India in the overall Indo-Pakistan’s land and sea trade. 

We have seen that Pakistan stands in need of manufactured 
goods, especially cotton manufactures, sugar and steel, leather and 
jute goods. In addition she needs coal, glassware, mica and metals, 
like copper, from India. India in return needs to import raw jut© 
of a superior quality from East Bengal and long-staple cotton and 
food-grains from West Pakistan. Dr. D. K. Malhotra in the 
Eastern Economist in 1948 made a rough estimate of the trad© on 
private account between India and Pakistan as below :— 


Balance of Total 

In crores of Rs. 



India 

Pakistan 

(a) Raw cotton, jute and food- 



grains 

—95 

+95 

(b) Coal, iron, cotton textiles. 



sugar, jute manufact¬ 
ures, etc. 

+ 90 

—90 


— 5 

+5 


On the other hand, Prof. C. N. Vakil estimated that on the 
basis of figures for the year 1946-47 India will have an overall 
deficit of Rs. 47 crores »n her trade with Pakistan, He estimated 
that India would import about 4 million bales of raw jute, half a 
million tons of food grains, and about half a million bales of long 
staple cotton. In the reverse direction India was expected to export 
,about 3 million tons of coal, 500 million yards of cotton cloth, and 5 
million maunds of sugar. In addition Pakistan needed from India, 
some miscellaneous manufactured goods. 

Obviously both Dr. Malhotra and Prof. Vakil made estimates 
for normal years when goods are allowed to be exported and import¬ 
ed freely and there are no impossible customs barriers between the 
two dominions. But it is seen that Pakistan is trying to develop 
an economic policy to make her wholly independent of India* 
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iktiim are being imposed and a land customs barrier estoblkbed, 1 
fcdla baa bad to retaliate in self-defence. Such policies are imfortti* 
nate. They not only, restrict the fee© purchase and disposal of 
necessary goods but also create a hostile atmosphere. 

United India had an adverse balance of trade from the last 
quarter of 1946, So has had the Indian Dominion since her estab¬ 
lishment. Her balance of trade with Pakistan in the year 1948-49 is 
unfavourable. India needs hard foreign currencies like the dollar to 
buy food grains and capital goods from abroad. Her sterling assets 
cannot be released according to her needs. Therefore, in order to 
conserve foreign exchange for the purchase of essential goods, the 
Government of India has had to impose a strict austerity economy 
on the people by putting restraints on the imports of consumers 
goods from abroad. After the devaluation in September 1949 
India’s trade with Pakistan is being treated on the same footing as 
the rest of her foreign trade and similarly controlled. The table 
below gives an estimate of trade figures referred to above. 


Trade with Pahistarl for 1948-49 
(In lakhs of rupees) 



EXPORTS. 

IMPORTS. 


April 48 to March, 1949. 

April 48 to March, 1949, 

By Land. 

i 

30,36 

! 

48,96 

By Seft. 

44,26 

22,23 

Total 

74,62 

107,29 


Balance of Trade —Rs. 32,67 lakhs. 


1. (a) Duties levied by Pakistan in Feb. 1948 

1. Raw Jute—Rs, 60 per puooa bale. 

2. Raw cotton—Rs. 60 per able of 400 lbs. 

3. 10% ad valorem duty on raw hides and skins. 

4. 10% ad valorem duty on cotton Beeds. 

{b) Duties levied by Indian Dominion. 

I* tb% ad valorem duty on cloth and cotton yard {not handloom) 
2. Rs, 80 per ton on oilseeds, 
f. Re. 200 per ton on vegetable oils, 

4. Rs. 20/- per ton on manganese. 
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Pakistan produces jute of a first rate quality. She has no 
mills of her own to process it into hasstan, seeking and gunnies. 
Indian mills urgently seed this P&k jute. Pakistan is also surplus 
in long staple cotton and wheat which India can usefully employ. 
The following table gives us the principal commodities exchanged 
between the two countries in 1948-49, our selected year. 

Commodities Traded Between India and Pakistan. 


(In crores of Rs.) 


Exports from India 

i 

Value 

I 

Imports in In<Jia 

H 

Value 

I. Cotton manufactures 

21 

1. Raw Jute 

71 

% Jute manufactures 

6 

2. Raw cotton 

17 

J. Coal 

2 1 

3, Others (including 


j 

1 

seeds, hides and 


4. Mustard oil 

5 

skins, foodgrains, 
fruits, etc.) 

19 

fi. Tobacco 

5 


fi. Artificial silk goods 

fi 



7, Others (mainly chemi¬ 

28 



cals, drugs, steel and 




leather goods, glass, 
sugar, tea and spices 





The trends of trade conditions between India and P&kistan 
show us that Pakistan will try its level best to export jute to 
foreign countries independenly of India and she would rather 
■dispose of her surplus cotton to foreign countries than to India in 
order to earn foreign currencies. Besides, Pakistan is anxious to 
purchase machinery and equipment from America and elsewhere 
to utilize her cotton and jute within her own boundaxies. Pakistan 
is carrying on negotiations with Japan, Australia and Argentine for 
the above purpose. These conditions clearly show us that India 
will have to grow her own jute as far as possible and to buy cotton 
from Egypt and East Africa. Therefore long-term arrangements 
should be made in India to grow our own jute end cotton as far as 
possible. 

Figures for trade between India and Pakistan across the land 
frontier are not included in the statistics of Indian foreign trade. 
Most of the jute from East Pakistan, and cotton, salt and other 
things from West Pakistan do not oorae in by sea but by rail or 
road. Hence imports from Pakistan in 1948-49 are shown as Rs. 22 
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orores only agaiaat Rs. 44 orores of exports from India, to Pakistan. 
In reality there ia a big deficit in Indian trade with Pakistan when 
both sea-borne and over-land exports and imports are taken into 
Account. 

1 T ransp ort. We shall now discuss the effect# of partition 
upon the railway services of India. 

Out of the nine railway system seven wholly came to Indian 
Dominion, while the other two, the North Western Railway and 
the Assam Bengal Railway were split up. The division between the 
two domi-lions according to mileage is as below. 

Ratlwiy mileage, Population and Arm in 1947 in 
India and Pakistan. 



I$DIA 

PAKISTAN. 


Milos. 

Popula¬ 
tion 
ia (000) 

Area in 

miles 

000) 

Miles, 

Popula¬ 
tion in 
(000) 

Area in 
Sq, 
nwlos 
(000) 


1. 

2. 

2. 

4. 

5 ( 

| 0 

1# N«*W« Railway (Now 
E. P, R.) 

1*77 

i 


5,02® 



X Bengal Asa am Railway 

1942 



1,613 



$b Jodhpur Railway 

807 

! 


31 d 



4* AUthe Rest, e g :— 

E. L R„ B. B. C. I„ 
B,N K„aiP.,M.S.M l 
O.T.R,, 8 I.H., Bezwada 
Dhoon Carnool, Bikaner 
Btate, Hyderabad, etc. 

1 

29,632 






Total • 

34,153 

337,211 

12,21 

6958 

77,000 

.*>.i. 

3/-1, 

Percentage:— 

1 43% 

si%, 

77% 

17% 


43% 


Thus with 23 per oent of the area and 19 per cent of the 
population, Pakistan has only 17 per cent of railway route mileage. 
Even out of this 17 per oent, amounting to 8958 miles, Pakistan has 
1817 miles of strategic railways in the N.-W. Frontier which do 
mot serve essential purposes. Total capital at charge at the time of 
partition was Bs. 803 crorea for the whole of India, out of which" 
m&pital at charge in Pakistan came to Rs. 136 crores. 
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The table shows that while the Indian Union owns aboufc? 
77% of the total route mileage of India the total capital at charge 
In her case is about 84%. As a result of the partition, India WMjf 
relieved of the burden of the strategic sections of the N. W. R, 
which resulted in a total loss of Rs. 42 erores to the railways 
between the year 1924-25 and 1945-46. There is thus a relief of 
about 2 erores a year. 

Due to the recommendations of the Pay Commission, which 
India has accepted and Pakistan has not. the wage billf of workera 
on the railways of India has risen. Prices of stores and fuel havo 
also risen. There can, therefore, be but little hope of a fall in the 
costs in India. 

The Indian railways suffered much from the civil disturbances 
in the country. The movement of refugees from and to Pakistan 
brought about a great deal of dislocation in the finances and general 
administration of railways. It may be mentioned that ‘'during the 
period of twp months and a half the railways were called upon to 
move as many as 3 million refugees which represents the capacity o£ 
a thousand passenger trains. That was a terrible strain on the* 
railways.” 1 2 

Another difficulty that resulted from the partition was the 
transfer and exchange of staff between India and Pakistan. Thia 
led to a great deal of disorganisation and shortage of essential 
workers in particular categories. a The East Indian Railway 
suffered most of all, in regard to their engine crews, which created 
a first case national crisis in respect of coal movement.”* 1 

Due to the splitting up of the Assam Bengal Railway the- 
direct rail-link between Assam and West Bengal was cut off. Muck, 
needed jute and tea supplies from Assam had to be transported via 
Eastern Pakistan. As Pakistan Government placed difficulties ot* 
the transit of goods Assam could not be supplied with essential 
consumer goods and coal. These and political considerations com¬ 
pelled the Government to establish a rail link between Assam and 
West Bengal at & cost of Rs. 8,90 lakhs. 

Large numbers of skilled workers like drivers, firemen and 
smiths opted for Pakistan. Their place could not be easily filled as 
most of the personnel that came to India consisted of clerical staff. 
Hence coal loadings greatly fell off which affected production of 
goods in factories. The leeway was made up with difficulty in two 
years' time* 

Railway Finances 

The immediate effect of the partition on the finances of rail* 
ways in both India and Pakistan was very adverse and budgets m 
both the countries were deficit. India, however, recovered io, 

1. John M«tthai—Budget speech of 1948.49. 

2 . Ibid. » ► 
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1948-49 and ib© budget ©bowed a surplus balance, ^jcordingly we^ 
find that in 1951 the depreciation, revenue reserve and the better¬ 
ment funds show a total balance of over Rs. 124 crores The rolling 
stock track and locomotive position have all improved wonderfully, 
Pakistan finances, however, are slow in recovering because of the 
following reasons 

(1) Higher operating costs due to the need for importing coal 
"from outside. (2) Bengal Assam Railway and the N. W. R are 
both strategic railways and run on deficit, 

Pakistan Government, however, have thought it wiser to 
amalgamate the railway budget with the General budget, while the 
Government of India have amended old Conventions relating to 
the relations between railway finances and general finances. Con¬ 
vention which came into effect from the year 1950 has already been 
discussed in the chapter of railways. The Government of India 
have succeeded in the nationalising railways completely as a rerult 
of the integration of Indian States with the Provinces. For the 
same reasons, plans for a Zonal reconstruction and grouping of 
railways have been taken in hand. 

Dr, John Matthai sounded a note of subdued optimism as 
regards the future working of Indian railways saying that “probably 
we have reached a stage where the steady process of deterieration 
which began with the partition and the consequences that flowed 
with partition have now been definitely checked. I can say with a 
certain degiee of assurance that we have turned the corner.” It is 
seen that ticketless travelling is being checked and lawlessness con¬ 
trolled. There is a decrease in the average figures of turn-round of 
wagons on our congested railways. Similarly, there is a fall in the 
number of wagons returned from the collieries. There is improvement 
in the nmn-day*s work in the workshops of most of the railways. In 
the marshalling yards where heavy traffics occur as at Kanpur, 
Assansol, etc, there is a reduction in the period of retention of* 
locomotives and wagons Although about a third of our railway 
engines are over-age, yet there is an improvement in this direction 
too with a greater availability of spare parts from the U. K. and the 
manufacture of some of them in our Ordnance Factories. More 
locomotives and wagons are being imported as soon as available. It 
may be mentioned that the first road steamroller built* in India, 
“The City of Delhi” has been put on the road and the time is not 
far off when India-made locomotives will give us service. 

Railway budgets are given below to show the great rise in 
Income as well as expenditure. During the war years huge sm> 
pluses were earned only to be credited to the general revenues of 
the Government of India. These surpluses have dwindled down te 
small proportions today while lines and equipment have been greatly 
worn out end need renovation as quickly as possible. 
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Bailway Finance in India and Pakistan. 
(la lakhs of Rupees) 



INPIA 

PAKISTAN 

Year® 

1948-40 

1949-50 

1950-61 

1948-49 

j 

1949-50 

1960-81 



Actual 

Revised 

Budget 

Actual 

1 

Revised 

Budget 

I. 

Gross Traffic Receipts 

213,10 . 

225,10 

232,50 

33,3S 

36,36 

37,33 

2. 

Met Miscellaneous 
Revenue. 

2,56 

i 

3,80 I 

4,72 

— 

— 

— 

3* 

Total wording expenses 

173,32 

186,60 

181,02 

28,75 | 

29,46 

29.23 

4. 

Net Revenue 

| 42,34 

j 34,70 

46,86 

4,33 



5. 

Interest charges 

22,36 

I 23,15 

38,51 

3,83 

3,90 


6. Balance : Plus, Minus 

+ 19,98 

: + 11,02 

i 

+44,01 

-7,95 




Roads . The total mileage mettled and unmettled cam© to 
about 3 lakhs miles. Out of this India's share came to 2,39,000 
miles against 56,000 of Pakistan. This mileage gives India 0‘20 
miles and Pakistan 0*15 miles per square mile of area against 2 02 
miles in Britain and one mile in U. S. A. Both countries are very 
badly off so far as relationship between road mileage and population 
goes. 

India has laid down a fine plan for road development. They 
have also decided to nationalise motor transport as quickly as possi* 
bl© without doing harm to their road development plans. In 
persuance of this policy the Bombay Government has evolved a very 
thorough scheme of nationalisation The U. P, and Mysore Govern¬ 
ments are also following suit, while the Punjab is also heading in the 
same direction. Pakistan Government has also embarked on policy 
of nationalisation of transport by stages. 

Shipping * Undivided India had a gross shipping tonnage 
3,60,000 Out of this India secured 3,27,000 tons of shipping and 
Pakistan only 33,000. Thus India's share in the world gross tonnage 
came to 0 04% and that of the Pakistan is ‘004%. India has a 
well-equipped ship-building yard at Vazigapatam, winch can turn 
out vessels of 10,000 tons burden. The cost is, however, very much 
higher than in U.K. The Government of India have, therefore, been 
subsiding this yard with a view to keep it run till they find it 
possible to take over the yard and run it themselves. 

India suffered a great deal due to the natural port of Karachi 
going over to Pakistan. They have, therefore, been compelled to 
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•establish some new port* at Kandla, Malpe and Maaglore. They are ' 
Abo extending and modernising the existing ports of Madras, Calcutta 
and Vazigapatam. Pakistan has been in great difficulties for want 
of a large sea port in East. Chitagong, the only port that fell to 
their wire in Bengal is unsuffioient to handle all the needed export' 
-trading. Hence, East Pakistan Government has planned extensions 
-to implement the present facilities. , In the West too they have 
taken in hand a scheme to develop the port of Paani on the Maknew 
coast in the Persian gulf to relieve oonjeetion in Karachi. 

AVIATION 

Aviation. The partition of India produoed adverse effects on 
Aviation in Pakistan. There was not even one Air-oomp£ny in Pakis- 
-tan while India had ten. The problem in India was to subsidise 
and rationalise their services while Pakistan had to make a new start 
altogether. Civil Aviation played a very important part in the 
evacuation of refugees from the Punjab in 1947. Due to Government 
help the position of aviation in India has very greatly improved. 
Pakistan also succeeded in establishing two air-eomp&nies. The 
Orient Airways Limited, and the Pak Airways Limited. Aviation has 
a great future in both countries. 

8- Currency and Exchange. The currency system is one 
indivisible thing. It is easy to divide territory ; it is easy to divide 
assets and property. But it is impossible at once to split the 
currency system. A new and autonomous currency system cannot 
be created overnight. It was therefore essential to let the Indian 
Currency System function in the new Dominion of Pakistan long 
after the creation of this sovereign State. To facilitate this Pakistan 
Monetary System and Reserve Bank Order 1947 was issued. It 
contains the following main provisions : — 

(i) Indian notes will continue to be legal tender in Pakistan 
till 30th September, 1948. 

(n) On 30th September 1918 Reserve Bank of India will retire 
as a note-issuing authority for Pakistan which will then 
have unfettered authority to make its own currency 
arrangements. 

‘(tit) After 1st April, 1948, Reserve Bank may issue ‘Pakistan 
notes’. 

(ip) Assets of the equal value of Pakistan notes will be trans¬ 
ferred by the Issue Department of the Reserve Bank of 
India to the Government of Pakistan soon after 30th 
September, 1948. 

(v) Pakistan will have to accept Indian notes from the Reserve 
Bank of India in certain circumstances until 1st of Octo¬ 
ber 1949, but they will be replaced by Pakistan notes as 
and when acquired. 



76* 


INDIAN ECONOMICS 


(vi) For one year after the issue of Pakistan coins the Indian* 
rupee and the subsidiary coins will remain legal tender 
in Pakistan. 

The net result of these provisions is that Pakistan was to 
assume full authority over currency affairs on 1st of October 1048* 
i*e*t me year and six weeks after its creation as an independent 
sovereign State. 

What about the rate of exchange ? 

Pakistan will have the authority to declare the par value of 
her currency on the 1st of October, 1948. The financial agreement 
between India and Pakistan concluded on 12th December, 1947, put 
Pakistan in a fairly strong position and gave her ample time to 
decide her exchange policy, sufficient cash was placed at her 
disposal and immediate support of Pakistan securities was needed' 
to create the note-issue. Agricultural commodities grown in Pakistan, 
viz., wheat, cotton and jute, are in very great demand and Pakistan 
has a substantially favourable balance of trade. Thinking herself 
to be in an economically stronger position Pakistan did not de¬ 
value her currency when India did in September, 1949. Rather, she 
fixed a rate of Rs. 144 (Indian)=Rs. 109 (Pakistani). This has 
created a trade deadlock. 

9. Banking. The partition of the country came too suddenly 
to make it possible for Pakistan to establish its own central bank 
or monetary system. Accordingly she had to put the Reserve Bank 
incharge of her currency and credit system for the time being. 
The Pakistan monetary system and Reserve Rank order of 1947 had 
to be issued by which the Reserve Bank of India continued chargo 
of currency and banking systems in Pakistan till 30fch September, 
1948, when Pakistan created its own*State Bank. Later this order 
was amended and the assets of the Issue Department of the Reserve*' 
Bank were divided, Pakistan getting the amount of Pakistan notes 
in circulation plus India notes Rs. 2 and above current in Pakistan 
between July, 1948 and the end of June, 1949. The amount of 
Pakistan notes came to Rs. 51 57 crores and the total share of 
Pakistan amounted to Rs. 178 75 crores. The assets of the Issue 
Department of the Reserve Bank equal to this amount were given in 
the shape of Rs. 4*40 crores of gold Rs. 89*55 crores of sterling 
securities, Rs. 4,31 crores of rupee coinsand Rs. 35 51 crores of 
India rupee securities. There is a difference of opinion regarding 
transfer of further assets of Rs. 50 crores. As regards the division 
of the assets of the Banking Department nearly Rs, 101 crores were 
transferred in sterling to Pakistan against an equal amount of 
liabilities consisting of the deposits of various Governments and. 
scheduled banks in Pakistan. In September, 1949, India devalued 
her currency while Pakistan refused to do so. Consequently 100 Pak 
rupees were declared equal to 140 Indian rupees by Pakistan. Hence, 
Indian securities held by Pakistan depreciated by Rs. 35*37 crores 
and those in Bankmg Department by 18*92 crores. The Government. 
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of Pakistan, therefore, had to issue Pakistan Government securi¬ 
ties -worth the total Bum depreciated to be kept as assets against 
notes issued in Pakistan. n 

Ike number of bank offices in tvo Dominions just before and 
after the Partition and today are given in the Table below. They 
along with the next table showing liabilities and reserves of the 
scheduled banks in the two countries give us a very vivid picture of 
-what happened to banks during the partition and how the two 
countries are faring in their banking activities three year after the 
partition. 

Banking Offices in India and Pakistan. 



Before Partition 
ou 31-3-1947 

on 15-8-47 

After Partition 
on $0-6-1048 


India J 

j Pakistan 

Total 

jlndia 

Pakistan 

i 

To^al 

India 

Pakistan 

Total 

Scheduled 

Beaks. 

1 

2,860 

1 

633 

3.496 

2,864 

676 

i 3,460 

! 

2,961 1 

i 

477 

3,408 

Kon-Soheduled 

Banks. 

2,704 

l 

704 

! 

3,498 

2,812 

634 

3,446 

2,699 

476 

3,074 


Pakistan has about 20% of the total population and she had 
the right proportion of Bank offices at the time of the partition as 
is clear from the table on page 766 but, since then many banks have 
migrated to India from Pakistan and have closed many of their 
branch offices in that dominion. 

As a result of the partition there were communal riots in the 
Punjab. Non-Muslims had to leave Pakistan territories of Sind, 
W. Punjab and N.W.F.P and migrate to India. They transferred 
their accounts and deposit resources to India along with them¬ 
selves. Some important banks like the Punjab National Bank 
migrated, others were compelled to close their banking offices in 
West Punjab and elsewhere. The Hindu indigenous banker also 
cleared out with his capital. Pakistan tried to. prevent the flight of 
capital and bullion by arbitrary methods but did not succeed. As 
a result the banking position in Pakistan grew weak. Qn the other 
hand as is clear from the table above, position of banks in India has 
Improved. 

Bank advances and bills discounted declined in Pakistan show¬ 
ing that business conditions deteriorated. Time deposits went 
down from Bs. 39 crores to Bs. 18 crores in Pakistan due to the lack 
•of confidence in banks. 

The partition threatened ike banking system in East Punjab. 
The refugees tried to withdraw their deposits from hanks which had 





TABLE. 

(In crorts of rupee*) 






their head office* at Lahore. The Government of India, therefore, 
tried to stem a no <m the haste % declaring a wombomm t for 
three months in the first instance, extended fader for some banks 
lite the New Bank of India Ltd., and emended the Reserve Bank 
of India Act in September 10*7 to confer powers on the Bank to 
mate Ibabs nr advances against such forms of security (not specified 
before) as the Bask may consider sufficient for the purpose. This 
was done to assist refugee banks and to avoid unnecessary distress 
to refugee depositors. These measures saved the Indian Banking 
System from serious harm. 

Further, to enable the banks to, get over their difficulties which 
they experienced in dealing with bills drawn on firms belonging to 
areas partitioned, an Ordinance was passed in December, 1047, giving 
banks power to treat such bills as dishonoured when presentment 
was impossible due to disturbed conditions. The Indian Limitation 
Aqt was also temporarily amended to provide for the institution of 
time-barred suits in cases where the court was satisfied that the 
suit pould be laid within the period of limitation due to disturbances. 
These measures saved the Indian Banking system from serious harms 
and tided over the crises. 

Communal disturbances of serious type disrupted normal bank¬ 
ing activities in the East later on in the end of 1949 and continued 
into 14*50. As the result of this disturbance mass-migration of popu¬ 
lation from East Bengal to West Bengal and vice versa took place. 
Banking work was greatly dislocated and a large number of banks, 
most important of which was The North Bank, a Scheduled Bank, 
closed its doors. The Reserve Bank came to the rescue of banks 
in the oountry and retrieved the situation to a large extent. Later 
on the Reserve Bank of India persuaded a number of banks like 
Oomila Banking Co , sufficiently important in themselves, but not 
strong enough to withstand panicky withdrawl of funds amasse to 
amalgamate into a strong institution called the United Bank of 
India Ltd. Thus the Reserve Bank of India has showed itself a 
true leader of banking in India after the partition. 

The West Punjab Government finding that the non-Muslim 
businessmen who were financing the wheat and cotton trade in the 
province had left and most of the banks had dosed their doors, was 
compelled to float a Finance Corporation with a paid-up capital of 
Rs. 1 crore. 

With effect from 1st July, 1948, Pakistan floated its own 
Central Bank called the State Bank of Pakistan, to manage Its paper * 
currency, public debt and exchanges. It has a fully paid-up capital 
of R«. 3 or ores, divided into 100-rupee shares. The Central Govern¬ 
ment subscribed 51% of the share capital, so as to ratain the majority 
control in their own hands. A cumulative dividend of 4% is premit- • 
ted. The rest of the profits earned will be credited to the Reserve 
Fund till it reaches Rs 8 crores and will then be paid to the Govern¬ 
ment. The structure of (he bank is mainly based upon that of the 
Reserve Bank of India 
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10' Public Finance. India has been split up into two inde¬ 
pendent sovereign States and each must have Us own sources of 
revenue to meet its public expenditure. Division of sources of 
revalue is meaningless ; the only things to be divided are the cash 
balances and the liabilities. Each country must get the income 
arising out of the various sources of revenue within its own bounda¬ 
ries except in the case of a tax on a commodity like jute—about which 
an inter-dominion agreement was essential. There-fourths of jute is 
grown in Pakistan but 90 p.c of the exports pass through Cal¬ 
cutta which is in the Indian Union. Pakistan imposed a duty of its 
own on jute going out of its own frontiers. This, in normal circums¬ 
tances, is bound to injure her export trade and give a fillip to efforts 
towards finding jute substitutes. 

Prof. C.N. Vakil worked out the division of the Central revenues 
relating to 1944-45, figures as under 1 . 



Share 

Share 


Major Heads of Revenue 

of the 
Indian 
Union. 

of 

Pakis¬ 

tan. 

Total 


(lakhs 

of rup 

ees) 

1. Customs. 

29,32 

8,97 

38,29 

2. Central Excise Duties. 

3. Corporation tax and taxes on 

income other than corporation 
tax ; 

32,87 

5,27 | 

i 

1 

38,14 

i 

1 

(A) Ordinary Collections. 

52.95 

4,43 

57,38 

(B) Surcharge. 

32,73 

2,84 

35,38 

4. Business Profits Tax. 

11,00 

1,00 

12,00 

5. Civil Administration. 

1,91 

1 51 

2,48 

6. Currency aad Mint. 

9,60 

2,86 

12,46 

7. Civil Works. 

59 

18 

77 

8. Interest. 

1,37 

41 

1,78 

9. Opiums 

1,04 

... 

1,04 

10, Receipts from States. 

46 

14 

60 

11. Receipts in connection with war. 

12. Net receipts from Posts and Tele¬ 

14,32 

! 4,28 

18,60 

graphs. 

7,89 

2,30 

10,25 

13. Net receipts from railways. 

14* Direct share of income-tax distribu¬ 

24,64 

7,36 

32,00 

ted to Provinces. 

20,25 

1 

26,56 

Total 

240,44 

35,29 

235,63 


1. O.N. Vakil—Economic Consequences of the Partitions 1948* p. 76*77* 
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The following table shows the Provincial Revenue 

(Pakistan Provinces) 

<It»khs of rupees) 

West Punjab 

... 14,95 

Sind 

... 8,80 

N W.E.P. 

1,84 

East Bengal 

18 84 

Sylhet 

... */ 1,00 

British Baluchistan 

20 

Provinces of the Indian Union *. 
East Punjab 

8,36 

V . P. 

27,47 

Bihar 

12,75 

Orissa ** 

3,18 

Assam (Sylhet) 

4,92 

C. P. and Berar 

9,62 

Bombay 

33,67 

Madras 

41,24 

West Bengal 

14,78 


According to J$50*51 budgets, total revenues of India {Central, 
States and Provinces combined) amounted to Rs. 707 crores and of 
Pakistan Rs. 125*5 crores. Of the Central Governments alone the 
revenues of India were Rs. 33919 crores and of Pakistan R»s. 77*18 
crones. 

As for the public expenditure, the partition has resulted in 
a phenomenal increase. The circumstances leading to the ©stab* 
lishment of Pakistan, the violent disturbances attending the birth of 
this new State and the mass migration of minorities was bound to 
leave a bad legacy behind. The mutual suspicion, the existence 
of supposed enemies living on a vast land frontier and the presence 
of fifth columnists inside the border has rendered the defence, 
internal and external, complicated and costly affair. Roth countries 
must have an adequate, efficient and a well-balanced force to defend 
their hard-won freedom. The Navy, the Air Force and technical 
branchos of the army must be developed within a short time. 

The country has been shaken to its bottom and people will take 
some time to Settle down. Liberty is being interpreted as licence. 
In these circumstances there must be a substantial increase in the 
cost of maintaining law and order. 

The refugee problem is another by-product of the partition. 
The Government of India set aside, in 1948, a sum of Rs. 22 crores 
for the relief and rehabilitation of the refugees. For some years to 
Cornea lot of expenditure will lave to le incurred in putting Lack 
these unfortunate millions into gainful occupations and providing 
food and shelter for them, 

The partition has worsened the food situation too. Sind and 
West Punjab which could supply a large quantity of food to some of 
the Indian provinces, can no longer be expected to do so. The 
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immediate effect of the partition was the incalculable damage to 
crops owing to large scale disturbances. Expenditure on food sub¬ 
sidies has considerably gone up, Theftwo items food and rehabilita¬ 
tion of refugees, account for Rs. 44J crores out ot a total of Rs, 104 § 
crores expenditure of the Government of India in 1948 49% 

One consequence of this extra heavy expenditure is to curtail 
all developmental expenditure. The nation-building departments 
must suffer and some development schemes must be put off, 
There is little scope for further taxation. Hence greater reliance 
must be plaoed on loans rather than revenues for the execution of 
post war sohemes. 

Liability for the payment of pensions in its own territory 
devolves on each Dominion, This liability amounts to Rs. 285 lakhs 
a year. But for the overseas pensions the responsibility was under¬ 
taken by the Government of India and so also for the interest charges 
on all loans of the pre-partition Government of India. This comes to 
Rs. 68*5 croresa year. ' 

Division of Assets and Liabilities, A financial agreement was 
signed between the two Dominions on 12th December, 1947 laying 
down broad principles governing the distribution of assets and 
liabilities. 

On 1st March, 1947, the amount of interest-yielding assets was 
Rs. 1,000 crores, the uncovered debt Rs. 867 crores and cash and 
securities held on Treasury Account Rs. 514 crores. 

As for the interest-yielding securities of Rs. 1,000 crores Prof 
Vakil has worked out a division of Rs. 165 crores for Pakistan 
and Rs. 835 crores for the Indian Union. Out of a total cash 
«balance of Rs. 400 crores, Pakistan’s share is Rs 75 crores. Of 
the uncovered debt of Rs. 867 crores Pakistan’s share is to be 
calculated at 17|%. Pakistan is to get one-third share out of 
military stores ana an advance of Rs. 6 crores to enable it to set up 
ordnance factories. 

The Government of India undertook to pay interests on all 
securities of the Government of undivided India even though the 
holders of some of these securities may he nationals of Pakistan. 
The Pakistan Government, however, was to be liable to pay its 
Share to the Government of India and she will discharge her in¬ 
debtedness by annual instalments extending over 50 years. The 
payment of instalment will commence on the 5th year of the 
partition. So for five years Pakistan need have no financial 
worry. Its citizens will continue receiving interest on securities 
from the Indian Government. After the 5th year Pakistan, 
will pay annually to the Government approximately Rs. 15 
crores to liquidate its indebtedness to India. But India’s liability 
to the holders of securities in Pakistan will be about Rs. 7 crores* 
Hence the net annual payment to India will amount to Rs. 8 crores 
nearly. ^ 
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